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Editorial Comment 


THE PRESIDENT RELIEVES HIS MIND 


T is provided in the Constitution of the United States 
 (ortide 2, section 8) that the President “Shall from 

time to time give to the Congress information of the 
state of the Union, and recommend to their consideration 
such measures as he shall judge necessary and expedient.” 

From the address which President Roosevelt delivered 
to the joint session of the Senate and House on the recent 
assembling of Congress, it is plain that he exceeded this 
simple constitutional provision. His use of the radio shows 
that to have been the case. He did not need this aid in 
order to bring his views to the attention of Congress. He 
could have communicated in writing, which is the usual 
course, or spoken to the assembled Senators and Repre- 
sentatives, as is sometimes done. But he wished a bigger 
audience. He wanted his message to go beyond the halls 
of Congress to the people of the country. This is some- 
thing to which, by his position, he is clearly entitled, and 
no criticism of his course is here expressed or implied. 

Reading the address (except that part of it which dealt 
with war) it is apparent that the President was less con- 
cerned in giving to Congress “information of the state of 
the Union” than in revealing to the country the state of 
his own mind. And the revelation was not pleasant. Mr. 
Roosevelt would seem to regard those who oppose his policies 
as public enemies. It is bad political strategy. If one does 
not agree with you in politics, why not simply dismiss him 
from your mind as a person of low mentality, incapable 
of seeing the light as revealed to a superior soul like your- 
self? It is unnecessary, and probably mistaken, to dub 
your political opponents public enemies. 

That either of the “great” political parties in this coun- 
try has a monopoly of virtue or of wisdom is a fantastic 
notion. We need, in these troubled times, restraint of 
speech, and the healing influences such restraint would con- 
fer. In this direction Mr. Roosevelt’s address made no 
contribution, but decidedly the reverse. 
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The President reverted to his inaugural announcement 
about “driving the money changers from the temple.” 
Presumably, this term signifies to him the great bankers 
and industrialists. But the real money changers are a dif- 
ferent lot. They are known, in many lands, by the editor 
of THE BanKers MacazineE from personal dealings with 
them. They are the fellows who change the money of one 
country into that of another. They are not a bad sort, but 
perform an indispensable service to those who travel in 
foreign lands. Their opportunities have been greatly en- 
larged by the changes made in our monetary standard by 
the present Administration. These gentlemen must be 
amazed at the great exploit of Mr. Roosevelt himself as a 
“money changer” when he devalued the dollar by 41 per 
cent. As a real “money changer” he outranks them all. 


AN INCOMPLETE BUDGET MESSAGE 
TF ms annual budget message which the President 


transmitted to Congress on January 6 must be re- 

garded as incomplete. It omits the probable amounts 
necessary to be appropriated for relief expenditures, and 
could not of necessity foresee the situation arising from the 
decision of the Supreme Court invalidating the Agricultural 
Adjustment Act. The amounts of revenue on which the 
Government had counted from this source and the pay- 
ments required to be made under the provisions of the Act 
are impossible to determine. The pending bill for immedi- 
ate cash payment of the bonus to soldiers will further upset 
the Treasury’s calculations. 

Revenues are showing a gratifying gain, and should the 
recovery of business continue, as generally expected, this 
gain will likewise continue. 

From the annual report of the Secretary of the Treas- 
ury it is learned that the deficit, which amounted to $3,575,- 
825,165.57 for the actual fiscal year 1935, was estimated at 
$3,234,507,392 for the fiscal year 1936, and $1,098,388,720 
for 1937. If this latter estimate is realized, the sharp 
reduction in the deficit will be hailed as a most satisfactory 
achievement under existing circumstances. 

In his budget message the President warned Congress 
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that if legislation should be passed for outlays additional to 
those included in his estimates, additional taxes should be 
provided to cover such extra expenditures. 


A DEFENSE OF PROFITS 


ROM high sources, not long since, there came a pro- 

nouncement that the motive of business should be 

service rather than profit. This statement was some- 
what platitudinous, since without service of some kind no 
legitimate business could long survive. Service must pre- 
cede profit as the owl preceded the egg. (Or was it the 
other way round in this case?) 

There would seem no real necessity for defending profit 
as an underlying motive of business activity, since in the 
absence of pure altruism men can hardly be expected to 
render business service for nothing. But in the opinion of 
Col. M. C. Rorty, a well-known and able economist, a 
sound view of the profit motive is desirable. In a recent 
issue of the Management Review he sets forth what he calls 
“The Golden Rule of ‘Profit.” “The curse of profits,” he 
says, “does not lie in their making, but in short-sighted and 
selfish efforts to monopolize them. His “golden rule of 
profits” is thus defined: 


“The golden rule of profits is nothing new. It is as old 
as constructive human effort; it is the basis for all sound 
trading; it is elementary wisdom in all human relationships. 

“What, then, is this rule? Simply this—‘No trade and 
no human relationship is sound unless both parties share 
fairly in a common maximum profit.’ 

“The wise producer seeks security of profit and the 
growth and expansion of his business in making certain 
that he serves the real needs of his customers and builds 
their profits as he builds his own. The wise merchant builds 
equally on the confidence and satisfaction of those who buy 
from him. ‘The wise employer makes certain that each em- 
ploye shall profit, as he profits, from co-operation in their 
mutual efforts. 

“Beyond all this, the ultimate of wisdom lies not in 
exacting the maximum individual share in the profit from 
each transaction, but in holding to a fair balance in the 
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distribution of profits and in seeking a greater total of 
returns through expanded operations.” 

While this correct view is well understood by those who 
conduct their business from an enlightened standpoint, the 
disfavor into which the profit motive has fallen arises from 
the failure of others to practice this “golden rule.” 


KEEPING THE RECORD STRAIGHT 


OT in any partisan spirit, but prompted solely by 
N the desire to keep the record straight, attention is 

called to the following statement made in President 
Roosevelt’s radio address of January 3. The President 
said, quoting from an earlier declaration: 

“I would dedicate this nation to the policy of the good 
neighbor—the neighbor who resolutely respects himself 
and, because he does so respects the rights of others—a 
neighbor who respects his obligations and respects the 
sanctity of his agreements in and with a world of neighbors.” 

But a different view of respect for our obligations may 
be learned from several suits, either already decided or still 
pending, respecting the gold clause in obligations of the 
United States. We have, in fact, repudiated obligations 
which the Supreme Court of the United States declared 
was an attempt to exercise an unconstitutional power. 
Some of the suits originated “among a world of neighbors.” 


BANKS URGED TO CUT LENDING RATES 


N a recent address by Jesse H. Jones, chairman of the 

Reconstruction Finance Corporation, the banks were 

urged to reduce their lending rates. Mr. Jones said that 
the big fellow with unquestioned credit borrows on his own 
terms and at his own rates, but added that to the average 
business man credit was too sparingly given and at much 
higher rates. 

‘Rates at which high grade bonds are now being marketed 
would seem to indicate that the reduction in yield, especially 
for short-term maturities, has fallen about as low as the 
market will stand, the yield in such cases being but little 
greater than. the current savings bank rate. 
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The “little fellow” about whom Mr. Jones is concerned 
must feel a sense of some dissatisfaction when he finds him- 
self unable to borrow at a rate as low as that of the “big 
fellow” with unquestioned credit, and also finds that credit 
is not as available to him as to his ponderous brother. 

This distinction fails to take account of something that 
is of the very essence of banking service. If all persons 
were of equal credit standing, this distinction would largely 
disappear, though not entirely, for it is less expensive to 
handle a few large loans than a multitude of small ones. 

So long as there is a wide difference in the credit risk 
of the two classes of borrowers, just so long will there be a 
divergence in the rates charged for loans. 


GROWING BANKING COMPETITION 


ONCERN is rightly being felt by the banks of the 

United States over the increasing number of agencies 

now competing wholly or in part for business hereto- 
fore carried on by the banks of the country. 

While these competing agencies are chiefly govern- 
mental in character, they are not entirely so sponsored, 
there being a number of private or corporate concerns 
other than banks now competing with the banks. 

Perhaps the banks cannot complain much of the activ- 
ities of the Reconstruction Finance Corporation, since the 
banks themselves have had recourse to that organization 
for loans and for restoring their capital structures. 

Naturally, the banks of the country are concerned over 
this growing competition, and they are now planhing means 
for recovering the business they have lost, or at least that 
part of it which constitutes desirable banking business. 

While the banks have been criticized for not being more 
alert in checking this competition, on reviewing recent 
banking history it must appear that the banks have, for a 
long time been laboring under severe difficulties. They had 
to walk with an exceptional degree of circumspection. 
Now that we seem to be in a more normal period, with the 
distrust of the banks removed, there would seem to be an 
excellent opportunity for the banks to take over once more 
any of the banking functions which they may have lost. 
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Better Bank Management 


The Basis of Good Management Is Careful Analysis 
and the Setting Up of Standards and Policies 


By Marswatu C. Corns 


This is the first of a series of articles on bank management by Mr. Corns 
which will run in Tue Banxers Macazine during 1936. Myr. Corns has been 
affiliated with a number of banks, both large and small, and in the course of 
his work has made many analyses of management methods and set up various 
cost accounting systems. In this series of articles he brings this accwmulated 
information together for the benefit of the readers of this Magazine.—Enrror. 


Introduction.—According to the report made by the 
Federal Reserve Board for 1931, 2290 banks having de- 
posits of $1,760,000,000 closed on account of financial diffi- 
culties in that year. Of this number 410 banks with de- 
posits of $475,000,000 were national banks, 108 banks with 
deposits of $305,000,000 were state banks, and 1772 banks 
with deposits of $980,000,000 were private banks. . 

These failures, aside from bringing about stringent 
policies in banking, also contributed to the unfavorable light 
in which bankers are held today. 

In studying the condition of some of the banks that 
closed their doors the story, while varying in detail, has the 
same principal characteristics and throughout the whole 
list there is unmistakable evidence of poor management, 
which resulted in unprofitable business practices, the carry- 
ing of unprofitable accounts, and lack of judgment in mak- 
ing loans. 

Many of these errors in management which resulted in 
losses could not have been determined unless complete 
analysis of the bank had been made and followed over a 
period of years. While‘it is too late now to reconstruct the 
past we should, nevertheless, start building for the future. 

In the past bankers have erred in sacrificing safety and 
liquidity in investments for yield, and those that actually 
have made profits on high yielding investments should thank 
“lady luck” for her favoritism. It has been the practice 
of some bankers to depend upon the say-so and advice of 
their correspondents and representatives of investment 
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houses in selecting their investments and many difficulties 
have arisen due to the misplaced confidence arising from 
this practice, and the failure of the bankers themselves to 
realize the responsibility they owed to their depositors. 

Bank management is not the complicated technical 
thing that some people look upon it to be, but in the final 
analysis can be defined as nothing more than the setting 
up of banking operations along sound, logical lines. 

In simple terms what does this mean? It means that 
definite policies will be formulated for the conduct of opera- 
tions; that loaning policies will be set up according to the 
requirements of the particular district in which the bank 
is located; that investment policies will be adopted which 
give consideration to secondary reserve requirements and 
the nature of the business handled, and that the personnel 
of the bank will be qualified to follow its policies. The 
adoption of these policies means good judgment and suc- 
cessful growth; the avoidance means trouble and ultimate 
loss. 


Necessity for Sound Bank Management.—For the last 
ten years business as a whole has undergone tremendous 
changes. Corporations unheard of fifteen years ago have 
had a rapid growth and have earned millions of dollars for 
their stockholders. ‘The period from 1924 to 1929 was 
an era of unprecedented prosperity throughout the entire 
world, and came about mostly as a result of demands of 
foreign nations for goods and materials with which to re- 
habilitate themselves from the damage suffered during the 
World War. 

The increased demand resulted in increased production 
of all manufactured goods. Improvement in machines and 
equipment was demanded, so that increased production 
could be obtained with a minimum amount of labor costs. 
During this period wages increased and installment buying 
offered a means to. thousands of people to obtain luxuries 
never before placed within their reach, thus falsely stimulat- 
ing still greater production. 

Prior to this period, little notice was paid to the study 
of bank earnings, as practically every bank was earning 
sufficient to pay regular dividends and sometimes an extra 
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dividend. All the banks appeared to be watched over by 
an unseen hand. 

When the effects of the depression of 1921 had passed, 
increased demands stimulated production and competition 
in the minds of business men. This fever of growth seized 
the banks. Using practically the same business methods 
as had been in use for the last fifty years, the banks 
suddenly began to advertise. Miulhons of people were in- 
duced to start bank accounts. Christmas, vacation and tax 
clubs of all kinds sprang into existence. Millions of dollars 
were spent by banks in advertising the qualifications of 
their institution. Banks throughout the country advertised 
“Open a Savings Account with a Dollar,” and “Pay your 
Bills by Check.” 

Travel bureaus were organized and banks began to vie 
with one another to see who could grow the fastest. De- 
posit totals were all that mattered and how proud the 
banker was in those days, when in his annual letter to his 
stockholders he could point with pride to the fact that 
deposits had shown an increase! 

Not satisfied with advertising, bankers also offered such 
inducements as savings banks, calendars, pocketbooks, 
clocks, cameras, etc., for anyone opening a savings account. 

Agencies were formed to build up deposits and were 
largely employed by banks seeking to outdistance their 
competitors in deposit totals. Bankers looked about them 
and came to the conclusion that the banking business was 
undergoing a fundamental change. New departments 
sprang into existence, and instead of having banking insti- 
tutions we began to have financial institutions. 

Deposits in banks all over the country had increased tre- 
mendously. As a result of these new departments gross 
income per dollar of deposits jumped from approximately 
5 per cent. to 8 per cent. and, on this basis, any bank 
regardless of the management was earning handsome divi- 
dends by just sitting back and letting the new era carry 
it along. 

During the period from 1980 to 1938 earnings dropped 
off, investment affiliates showed decreases in earnings, many 
institutions closed, and bankers lost the favorable reputa- 
tion which they formerly enjoyed. They tried to reconcile 
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themselves to changed conditions and asked each other what 
had happened. ‘The reason was that the banks hadn’t 
changed their methods in accordance with the times and 
were all conducting business in the same way it had been 
conducted from 1920 to 1929. When earnings decreased 
they found themselves floundering about in the mire, trying 
to bolster up weakened institutions, restore confidence and 
again make a little money. ‘To obtain this desired result 
interest rates were cut, salaries were reduced, many depart- 
ments were eliminated. Some far-sighted bankers reached 
the conclusion that commercial banking and investment 
banking did not mix and either sold or liquidated their 
investment affiliates. The Banking Act of 1933, of course, 
completely divorced commercial and investment banking. 


Need for Accurate Records.—If the banks had been 
running on a systematic basis during the preceding ten 
years it would not have been necessary to use such drastic 
measures to correct the evils which crept in. We ask our- 
selves how we have failed. If any of us would go into a 
dark room alone with his problems and concentrate on 
studying his own institution’s history of the last ten years, 
it wouldn’t take long to understand that these conditions 
were brought about mainly through management or lack 
of it, as the case might be. Knowing this fact, you might 
say, where is the information to assist me in operating my 
institution more efficiently? The answer lies in your records, 
in your costs and in your policies. Lack of internal control 
and the fixing of definite responsibilities on certain indi- 
viduals (together with lack of proper records) is the cause 
of not maintaining efficient contro] and there is a tendency 
to let the situation handle itself, instead of handling the 
situation. 


Accurate records and systematic control would have 
shown that during the years prior to 1932 many depart- 
ments which were conducted at a loss could have been placed 
on a profitable basis by application of sound management 
principles. 

Aggregately, all the departments of the bank were 
profitable, because the bank was conducted at a_ profit. 
This fact is not a reason for believing that any given insti- 
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tution was soundly managed. The very fact that an indi- 
vidual can make 10 per cent. on invested capital, while his 
competitor is only making 6 per cent. does not set him 
aside as a criterion for management, for it is possible that 
the man who has a return of 6 per cent. on invested capital 
has the business managed more efficiently than that business 
netting 10 per cent. But an analysis of their operations 
might disclose that 15 per cent. could be made if sound 
policies and principles had been adhered to. 

During this period confidence in banks was shattered, 
and many banks unable to liquidate securities or loans to 
meet heavy withdrawals were forced to close their doors. 
The banks that remained open did all in their power to 
keep themselves in a liquid ‘condition with the result that 
today it is very difficult to invest funds profitably and 
safely. 

It is indeed a very difficult time for banks if they are 
to continue in a healthy condition, and still show some- 
what of a return to their stockholders. 


What Analysis Shows——All banks are faced with the 
immediate necessity of greater earning power and, in order 
to start, the sources of our present earnings must be deter- 
mined, and where we must look to find new sources of 
revenue. The only way that we may determine the earning 
power of our banks is by analysis arrived at by accurate 
records and by concise yet not complicated cost records on 
which to base our analysis. 

An analysis of the average bank in America will dis- 
close that from 60 per cent. to 85 per cent. of checking 
accounts are unprofitable. It will show that 50 per cent. of 
public funds are carried at a loss, and that 40 per cent. of 
them are not contributing their portion to the earnings of 
the bank. It will disclose that savings accounts, having a 
balance Jess than $50, are unprofitable from the time they 
are entered on the books and also that money is lost on any 
savings account where interest credit of less than fifty cents 
is allowed. 

It will disclose that any loan on which the interest 
amounts to less than $1.00 per month is incurring a loss; 
that the methods employed by most business extension de- 
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partments in promoting new business cost more than the 
new business justifies and that the scheme of promotion 
whereby a bank gives away merchandise when a savings 
account is opened is profitable only to the promoter. It 
will disclose that ability for leadership on the part of em- 
ployes is discounted and that officials spend too much of 
their time in handling matters that should be delegated to 
their subordinates. An analysis also would disclose that 
laxity prevails on the part of bank officials relative to the 
purchase of supplies. Also credit accommodations are not 
warranted in a great number of cases. ‘While some banks 
are of the opinion that up-to-date records in a credit depart- 
ment or central file are an unnecessary expense, still the 
facts will prove that an expenditure for these kinds of - 
records is far less than the loss incurred by their absence. 

Bankers should realize that they have a mercantile busi- 
ness just the same as anyone who manufactures commodi- 
ties; that the only difference is in the form in which the 
article is sold. Clothing manufacturers sell clothes, a bank 
sells money and service. It is just as logical to assume that 
because a person carries an account he is entitled to free 
service, as it is to assume that a clothing manufacturer 
should throw in a hat and a pair of shoes with every suit 
which he sells. Money is a commodity and as a commodity 
must have a price. In having a price, it must also have a value 
which is determined in two ways—credit or service. In any 
case, to be profitable, the credit or service rendered must 
not exceed its value. The selling price of money depends 
on the cost of furnishing money by merchandising methods 
and the reason that there is some discrepancy in costs be- 
tween institutions is the same that enables one merchant to 
sell the same article a little cheaper than his competitor— 
lower selling cost and overhead. 

For the past several years, everyone has been telling 
what his costs are. Some of this information has been 
beneficial, the majority of it has not. Intrinsically, it isn’t 
going to help you to know what your competitor’s costs are 
unless you know what your own costs are. If your com- 
petitor can furnish service cheaper than you can, it is either 
up to you to go ahead and place your service at a cheaper 
basis or cut out the service. Cut-throat competition only 
leads to one end—failure. 





STATEMENT OF 


THE WILLIAMSBURGH SAVINGS BANK 
BROOKLYN, N. Y. 


Dividend, January First, 1936, 2% 
The Funds of the Bank are invested as follows: 


Cash in our Vaults and on Deposit with banks and trust companies, 
payable to us on demand $13,387, 282.76 
United States Government Bonds $53,268,951.60 
Bonds of States 14,649,132.09 
Bonds of Cities 21,665,927.72 
Bonds of Counties 3,153,251.73 
Bonds 709,847.30 
Bonds of School Districts 1,805,239.07 
Bonds of Villages 798,889.22 
Bonds of Railroads 3,514,874.27 $99,566,113.00 
Investments in Savings Banks Trust Co. and Institutional Securi- 
ties Corporation 1,730,400.00 
24,370 First Mortgages on Real Estate in Kings and Queens Counties 133,983,063.00 
Interest due and accrued 3,033,293.83 
Banking Houses 6,750,000.00 
Other Real Estate 6,234,830.00 
Eee ee Pere See ra Teer er ee eee Teh ee ee 936,892.12 
TOTAL INVESTMENTS $265,621,874.71 
There is due 168,165 depositors $226,611,651.48 
There is due 1,268 “Xmas” Club Depositors 5,719.60 
Taxes oe 219,084.87 
Other Liabilities os 29,795.52 
Reserve for Depreciation Stocks and Bonds “ 1,800,000.00 
Reserve for Unpaid Interest 900,000.00 
Reserve for Unpaid Taxes on Mortgaged Property 1,300,000.00 
Deferred Reserve Account—Other Real Estate Sales 17,146.74  $230,883,398.21 


Which leaves a surplus at investment value of $34,738,476.50 
to protect depositors against any possible loss. 


FOUNDED $1851 


I have surveyed banks and talked to many bankers, and 
was amazed at the number of banks that guess at their 
figures or take their competitor’s figure, with the result 
that one bank placed a premium on its service which de- 
stroyed the new business possibilities of a department, and 
another bank increased its revenue 50 per cent. by using a 
competitor’s figure for an income item, when an analysis 
disclosed that correct figures, if used, would have increased 
this revenue 100 per cent. by increasing their charge or by 
revamping their department. An analysis of this depart- 
ment showed that they were over-staffed and that their 
employes were doing a minimum amount of work. Whether 
or not this increase would have been accomplished by a 
decrease in employes and the corresponding reduction in 
wages or by increasing the charges proportionately, the 
result would have been 100 per cent. 





STATEMENT OF CONDITION 


DECEMBER 31, 1935 
* 


ASSETS 
Cash in Vault, and with Banks . . $ 23,396,849.16 
U. S. Government Bonds and Home 
Owners’ Loan Corp. Bonds . . . 58,404,306.80 
Other Bonds and Securities including 
Stock of the Federal Reserve Bank 10,246,375.86 


Accrued Interest and Other Assets . 950,639.01 
Bank Premises ..... . 3,502,356.40 
Other Real Estate ..... . 2,164,742.81 


Customers’ Liability under Accep- 
tances and Letters of Credit . . 706,358.42 


Loans and Discounts . . . . . 47,615,679.93 


$146,987 ,308.39 


LIABILITIES 

Capital Stock — Preferred. . . .$ 8,000,000.00 
Capital Stock— Common... . 5,000,000.00 
Surplus, Undivided Profits 

Si PE a oe i ee ee 1,535,710.33 
Reserve for Interest, Taxes, etc. . 282,762.21 
Other Liabilities . . . ... 66,626.23 
Letters of Credit and Acceptances 717,143.59 
Deposits, 4.00 ee we 131,385,066.03 


$146,987 ,308.39 


CENTRAL UNITED 
NATIONAL BANK 


OF CLEVELAND 
ELEVEN CONVENIENT OFFICES 
Member Federal Deposit Insurance Corporation 


* * * * * * * * * * * * 
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Banking Problems of Next Decade 


Will the Banking System Prolong the Next Depression, or Will It 
Develop Strength and Stability as a Bulwark Against Hysteria ? 


By J. H. 


HE depression is rapidly becoming 
T: thing of the past. Business ac- 

tivity, commodity prices, security 
values and business confidence are all 
moving upward. ‘There has been a re- 
markable change in the psychology of 
the public during the past six months 
with reference to business. The mass 
opinion at present seems to be that the 
momentum, of recovery is increasing 
every day in spite of the many obstacles 
and interferences with economic forces, 
and that nothing can now prevent fur- 
ther progress. Banking sentiment also 
has changed. Bankers are no longer 
racked by fears of the kind that haunted 
them two or three years ago; fears of 
further general collapses in values, bank 
runs and the like. They now face prob- 
lems of a different nature. 

If history is any criterion we shall 
doubtless have a recurrence of business 
booms and recessions. What part will 
banks play in the next major depres- 
sion? Will the banking situation be 
such as to prolong the depression and 
aggravate its serious effects, as was the 
case in the depression from which we 
are now recovering; or will the system 
develop such strength and stability that 
it can cushion the fall and act as a bul- 
wark against the hysteria of the public 
and the collapse of values? 


PRESSURE FOR CREDIT EXPANSION 


In looking at the banking picture of 
the future I do not propose to make any 
forecasts. The lot of the forecaster in 
economic affairs is a hard one indeed 
because the influences at work are too 


—_— 


A recent address before the Mid-Year 


Conference of the New Jersey Bankers Asso- 
ciation, 


RIDDLE 


numerous and too complex to be meas- 
ured accurately. We may pose for our- 
selves this question, however: In what 
important respects are conditions in the 
field of banking and credit at present 
similar to those of the 1920's and to 
what extent may we expect similar long 
tun developments? We cannot answer 
definitely the latter part of that ques- 
tion, of course, but it is something to 
keep in mind not only during this dis- 


There are two major aspects of 
banking developments to which I 
wish to call your attention. One 
is the existing possibility of a major 
expansion in bank credit, and the 
other is the changing character of 
bank assets and liabilities. The 
pressure for credit expansion is 
probably far greater today than at 
any time during the 1920's... 
Whether this expansion may get out 
of bounds and become excessive is 
something no one can predict with 
certainty. 


cussion but also in planning and execut- 
ing our banking policies during the next 
few years, 

There are two major aspects of bank- 
ing developments to which I wish to call 
your attention. One is the existing pos- 
sibility of a major expansion in bank 
credit, and the other is the changing 
character of bank assets and liabilities. 

Let us consider first the question of 
possible bank credit expansion. As you 
know, the 1920's was a period of rapid 
credit expansion. The great inflow of 
gold into this country as a result of the 
war and the dislocation of economic con- 
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ditions after the war, lower reserve re- 
quirements for banks generally and the 
easy credit policies which followed, all 
resulted in easy reserves and pres- 
sure for expansion of bank credit. The 
total loans and investments in the banks 
of New Jersey more than doubled from 
1920 to 1929 ($1,018,000,000 in 1920 
to $2,136,000,000 in 1929). Most of 
that gain, of course, was lost during the 
period of liquidation from 1929 to 1934 
($1,202,000,000 in 1934). 


LOANS AND INVESTMENTS WILL 
PROBABLY DOUBLE 


As we survey the situation from this 
point may we assume that these loans 
and investments will probably double 
again during the next five or ten years? 
This is in no sense a forecast but merely 
an approach to the question as to what 
the banking problems will be during the 
next decade. 

The pressure for credit expansion is 
probably far greater today than at any 
time during the 1920's. The monetary 
gold stock of this country at present is 
over $9.5 billions, or more than twice as 
high as it ever was at any time during 
the period from 1920 to 1930. Excess 
reserves are far more abundant and 
money rates much lower than at any 
time during that period. In fact the 
reserves of member banks today are more 
than twice the required amount, and are 
probably sufficient to finance several 
booms of the 1929 proportion. This is 
an unprecedented situation in this or 
any other country. 


Money rates for months on end have 
been around levels rarely if ever before 
recorded in this country. The abnorm- 
ally low return, the surplus funds and 
the need for earnings all exert a ter- 
rific pressure on the banks to expand 
their loans and investments. Is there 
any doubt as to what the result of this 
pressure will be in the course of a few 
years? There is little question but that 
banks today are making unprecedented 
efforts to lend and invest some of their 
surplus funds. It is true that these sur- 
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that the time to begin measures for pre’ 









plus funds did not lead to the kind of 
credit expansion that could pull us out 
of the depression, as those responsible 
for the easy money policy believed they 
would. With the continued expansion 
of business activity and growing busi 
ness confidence, however, it is not im 
probable that the expansion of bank 
credit may go forward at an accelerated 
rate. 


BROAD POWERS GIVEN BY LEGISLATION 


Whether this expansion may get out 
of bounds and become excessive is some- 
thing no one can predict with certainty. 
You are familiar with the legislation en- 
acted in recent years, especially the 
Banking Act of 1933 and the Banking 
Act of 1935, giving to the board of gov. 
ernors of the Federal Reserve System 
and other authorities very broad powers 
to check speculative activities and other 
unséund banking practices and to pre 
vent over-expansion of bank credit. 
There powers, together with those al- 
ready possessed, include the right to 
limit the amount of collateral loans by 
member banks, to fix margin require 
ments for collateral loans, to restrict of 
suspend Federal Reserve credit facilities 
to those banks following unsound credit 
policies, to remove for cause officers and 
directors of member banks, to increase 
reserve requirements to a maximum of 
twice the amount required at the prev 
ent time, to raise discount rates and to 
engage in open market operations. To 
what extent the Federal Reserve and 
other authorities can or will exercise 
these powers and how effective they 
may be are questions which only time 
can answer. To what degree, for ex 
ample, will these authorities be subjected 
to political pressure and how far can 
they withstand criticism in carrying out 
policies which may not meet with cur’ 
rent public favor? 


PREVENT ANOTHER COLLAPSE BY WISE 
MEASURES NOW 


There are some wise men who think 
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venting over-expansion and another col’ 
lapse is now. They would begin to re- 
duce excess reserves by raising reserve 
requirements or selling some of the gov 
ernment bonds in the Federal Reserve 
banks or both. Whenever these steps 
are undertaken, however, they are bound 
to raise new problems. What would 
be the effect upon bond prices and the 
banks of the country, for example, if 
the Federal Reserve banks should sell a 
substantial part of their government 
obligations? 

The government's monetary and fiscal 
policies are, of course, complicating 
factors in any appraisal of the possi- 
bilities of credit control in the future. 
The Federal Reserve System does not 
have full control over credit conditions; 
in fact, Treasury policies and activities 
are the dominant factors in the money 
market, and will probably continue so 
during the next few years. 


CHANGING CHARACTER OF BANK ASSETS 


Regardless of the question of the effi- 
cacy of credit control, however, there is 
little doubt but that we face a period 
of expanding bank credit. What will 
be the nature of that expansion and what 
problems will it create? Will the 
changes in the character of assets and 
deposits which have been so noticeable 
during the past decade or more con- 
tinue? During both the period of ex- 
pansion in the 1920's and the period of 
contraction since that time the general 
character of banking in this country has 
been undergoing rapid changes, changes 
which have left many of us somewhat 
confused as to the ultimate function of 
banks and as to the adjustments which 
may be necessary to meet these develop- 
ments. These changes were perhaps in 
evidence prior to the 1920’s but they 
have been accentuated during the post- 
war period, and the problem of adjust- 
ment is one which taxes the ingenuity 
of every banker. 

Let us look for a moment at the 
changing character of bank assets. A 
statistical analysis of bank portfolios in- 


dicates that in recent decades we have 
been getting further and further away 
in practice from true commercial bank- 
ing and that the proportion of bank as- 
sets consisting of capital loans and in- 
vestments has been growing. For the 
sake of brevity and convenience I am 
including investments, collateral loans 
and real estate loans under the term 


The difference between the banks 
which failed and those which re- 
mained open in the last five years 
is to be found largely in the dif- 
ference in the quality of assets 
which they possessed. This is a 
simple diagnosis, but the facts are 
incontrovertible to anyone who 
studies the records. In other words, 
we failed to maintain proper stand- 
ards of quality for bank assets. 
Of the numerous proposals for 
monetary and banking reform in 
this country few recognize this 


simple but fundamental diagnosis. 


“capital assets,” as distinguished from 
the category of “all other” loans which 
include the commercial loans made by 
banks. These “all other” loans have de- 
clined in round figures from about 60 
per cent. of total loans and investments 
in 1920 to about 20 per cent. in 1935. 
“Capital assets,” on the other hand, have 
increased from about 40 per cent. to 80 
per cent. in the same period. “All other” 
loans are now only about 40 per cent. 
as large in volume as they were in 1928 
and about 35 per cent. as large as in 
1920. Investments, on the other hand, 
have continued to rise and are now 
more than twice as high as in 1920. 


INVESTMENT RATIO HAS INCREASED 


The ratio of investments to total loans 
and investments has increased from 23 
per cent. in 1920 to nearly 60 per cent. 
in 1935. A large proportion of these 
are, of course, government securities. Up 
until about 1932 or 1933 real estate 
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loans showed the same general trend as 
investments. The above figures relate 
to all national banks in the United 
States, but the same general pattern is 
shown whether we take the state banks 
or the national banks, the city banks or 
the country banks. In other words, the 
trend has not been confined to any par- 
ticular type of institution or to any par- 
ticular section of the country. 

Even the “all other” loans cannot all 
be assumed to be pure commercial or 
self-liquidating loans. It is impossible to 
analyze that figure to determine what 
proportion are capital loans and what 
proportion are commercial loans in the 
old sense of the word.* It is doubtful, 
however, whether there are more than 
$4,000,000,000 or $5,000,000,000 of 
the old type self-liquidating commercial 
loans in our whole banking system. That 
figure clearly indicates that we do not 
have a commercial banking system today 
in the narrower sense of that term. 


TREND TOWARD CAPITAL ASSETS 


Is this trend toward capital assets 
likely to continue in the future? With- 
out attempting a forecast we may in- 
quire briefly as to what forces were re- 
sponsible for this trend in the past and 
whether the same influences are operat- 
ing at the present time. 

One important cause of the growth of 
capital assets has been the reduction in 
the amount of working capital require- 
ments of manufacturing and commercial 
firms. Improvements in manufacturing 
technique greatly shortened the pro- 
cesses of manufacture, which reduced 
the amount of working capital tied up. 
Likewise, faster transportation and im- 
proved inventory control reduced the 
amount tied up in raw materials and 
finished products. These tendencies are 
just as likely to continue in the next de- 
cade as in the past, as are hand to mouth 
buying, installment financing and buy- 
ing of receivables by finance companies. 

Another important factor reducing 
the need for short-term borrowings by 
business was a change in method of 


THE BANKERS MAGAZINE 


financing. As the result of their un- 
fortunate experience with short-term 
loans in the depression of 1920-1921, 
and aided by free and easy securities 
markets in the “twenties” many corpora- 
tions not only greatly reduced their 
bank borrowings but many of them ac 
cumulated liquid surplus funds as well, 

The trend toward capital assets was 
further assisted by easy reserve condi- 
tions, which encouraged the expansion 
of bank credit in every available form. 
Excess reserves today are higher than 
ever before in our history, and this ex 
cess, coupled with greatly reduced earn 
ings, is putting banks under greater 
pressure than ever to find use for their 
idle funds. 


UNDERLYING FACTORS STILL OPERATING 


The conclusion seems justified, there- 
fore, that in many respects the under- 
lying factors which caused this growth 
in capital assets in the “twenties” are 
present and operating today, with even 
greater force and are likely to be im 
portant in the next few years, although 
many enterprises under the pressure to 
earn may reduce the amount of work 
ing capital carried permanently and de- 
pend on bank borrowings for seasonal 
requirements. 

In part the rapidity of this trend in 
recent years may be explained by the 
out-pouring of new government obliga’ 
tions which have accumulated in the 
banks. If and when the federal budget 
is balanced and a beginning is made to 
wards a reduction of the debt, then 
doubtless bank holdings of governments 
will decline, but whether that will be 
sufficient to change the general trend in 
the nature of assets it is difficult to say. 
If the demand for commercial loans does 
not develop in a substantial way, then 
doubtless the released funds will go into 
other forms of capital assets. 


CHANGING CHARACTER OF BANK 
DEPOSITS 


Now let us look at the other side of 
the balance sheet for a moment and see 
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what changes have occurred in deposits, 
because the changes here are just as 
striking and perhaps just as significant 
as in the case of assets. I refer to the 
rapid growth of time deposits relative 
to demand deposits. Time deposits, in- 
cluding savings, composed only about 5 
per cent. of the total deposits of all na- 
tional banks in 1900. By 1920 that 
figure had increased to 25 per cent. and 
by 1932 to almost 50 per cent. Since 
1932 it has declined substantially. 

If we take the banks outside of the 
metropolitan centers the figures are even 
more striking. For all banks in New 
Jersey, for example, state and national, 
time deposits composed about 60 per 
cent. of total deposits in 1934 as com- 
pared with 42 per cent. in 1920. Turn- 
ing again to the national picture, almost 
the entire growth in deposits of national 
banks from 1920 to 1929 was in time 
deposits, which more than doubled in 
those nine years. This tendency towards 
an increasing percentage of time de- 
posits to total deposits has been reversed 
during recent years, especially in 1934 
and 1935 when demand deposits in- 
creased rapidly as a result of the fiscal 
activities of the government. 


INTEREST PAYMENTS LARGE EXPENSE 


This increase in time deposits doubt- 
less came largely from the savings of 
the people although there was probably 
a substantial shift from slow demand de- 
posits to time deposits. The decade of 
the “twenties” was characterized in part 
by competition for time deposits by the 
commercial banks in nearly every sec- 
tion of the country. Savings have been 
attracted into the commercial banks 
which otherwise might have gone di- 
rectly into investments or into other in’ 
stitutions. This competition led to the 
payment of high interest rates on de- 
posits, as high in some sections as 41/, 
and 5 per cent. 

In fact interest payments were by far 
the largest single item of expense in the 
banks, and that is still true today in 
Spite of the elimination of the payment 


of interest on demand deposits and the 
maximum limits fixed for rates on time 
deposits. These competitive rates on 
time deposits led many banks to employ 
a large part of their funds in high-yield 
speculative loans and investments. 


INCREASE IN TIME DEPOSITS 


This striking growth in time deposits 
on one side of the balance sheet has 
paralleled the growth of capital assets 


It is not my purpose to prove 
that capital assets as here classified 
are unsuitable for bank portfolios 
or to suggest that banks can give 
up what we may call investment 
banking and return to purely com- 
mercial banking. We face an ac- 
complished fact. We have de- 
veloped this form of investment 
banking over a period of years, and 
it is a question of making what- 
ever adjustments are necessary to 
meet the situation. Making ad- 
justments will be a real test for 
bank management. 


on the other side and is one of the prin- 
cipal reasons advanced for the growth 
of capital assets. Time deposits have a 
slower turnover under normal condi- 
tions than demand deposits and have 
generally been considered suitable funds 
for commitments in investments, real es- 
tate loans and collateral loans. We 
have found from experience, however, 
that time deposits in a commercial bank 
are no different from demand deposits 
in periods of stress, and that there is 
no logical argument for investing them 
differently. In a period of severe credit 
liquidation time deposits are just as 
likely to be withdrawn as demand de- 
posits, and the power to demand notice 
of withdrawal is practically worthless. 

Basically, therefore, we have a picture 
of banks investing their funds to an in- 
creasing degree in assets of a more of 
less long-term nature, while their obliga- 
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tions are payable, actually if not nomi- 
nally, on demand. Commercial banks 
are taking on more and more the char- 
acteristics of investment trusts in that 
they are investing the savings of the 
people. Yet they assume obligations 
which no investment trust in the world 
could assume with safety, namely, they 
guarantee the return of the depositor’s 
money in full at any time irrespective 
of conditions in the securities markets. 
All risks are assumed by the banks and 
none by the investor in the guise of a 
depositor. If the bank fails he is taken 
care of by the insurance fund con- 
tributed by banks. 


PROBLEMS OF THIS CHANGING 
CHARACTER 


These changes in the character of 
bank assets and liabilities have a bearing 
on two important questions: First, the 
effect of bank credit upon general busi- 
ness stability; and, Second, the quality 
of bank assets as related to the problem 
of stability and security in the banking 
business. 

Our recent experiences have raised 
the question in the minds of many 
students of commercial banking as to 
whether this great increase in bank 
credit on the basis of capital assets may 
not have contributed very materially to 
the speculative excesses of the last dec- 
ade and, in spite of all the restrictions 
imposed, may not have the same effect 
in the next period of expansion. When 
commercial banks expand broadly on the 
basis of long-term securities and other 
non-commercial assets there is always the 
danger of an unhealthy credit stimulus, 
especially to speculative activity. In a 
sense there is no limit to the amount of 
bank credit which can be extended upon 
the security of capital assets, especially 
when the usual controls of the gold 
standard are not operative. 

A speculative spirit and the “new 
era” philosophy which permeated our 
whole national psychology .during the 
“twenties” were, without doubt, impor- 
tant factors in lessening the usual cau- 
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tion of the commercial bankers. As a 
result, many of them made loans and 
investments which ordinarily would not 
have been acceptable for bank portfolios, 
In effect, therefore, easy credit condi- 
tions doubtless encouraged speculation, 
and the speculative spirit encouraged 
the further easing of credit standards, 
Under such conditions the problem of 
how to prevent unsound expansion of 
credit is a serious one. 


LESSENING OF CAUTION AND LOWERING 
OF STANDARDS 


This lessening of caution and lower- 
ing of standards have their effect upon 
the quality of assets generally. I do not 
know to what extent these changes in 
the character of banking have been re- 
sponsible for our banking difficulties 
since 1929. We must all agree, how 
ever, that the quality of assets accumu- 
lated during the period of expansion 
prior to 1929 was not such that the 
banks could successfully withstand ad- 
versity. When the depression and the 
processes of liquidation began, the de- 
preciation in assets resulted in tremen- 
dous losses, sufficient in many cases to 
prove fatal. In the case of some assets 
the depreciation was temporary, but 
often the losses were permanent. 


POOR QUALITY OF ASSETS 


No adequate study has yet been made 
to determine the losses on various types 
of assets in a period of liquidation. The 
experience has doubtless been different 
in various institutions, but on the basis 
of the information which has been com: 
piled the evidence seems to be that, tak- 
ing the banks as a whole, heavy losses 
occurred in all types of assets. In other 
words, it was a question of quality 
rather than of type. 

The kind of management which made 
speculative or unsound real estate of 
collateral loans probably made equally 
improvident unsecured loans. Our bank 
ing troubles have resulted very largely 
from the poor quality of bank assets 
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which existed in a large proportion of 
our institutions. In spite of the fact 
that many well-managed banks were the 
victims of circumstances over which they 
had no control, the damage was done 
mostly by assets which should never 
have been in the banks at any time, 
under any conditions, for any reason. 


A SIMPLE DIAGNOSIS 


The difference between the banks 
which failed and those which remained 
open in the last five years is to be found 
largely in the difference in the quality 
of the assets which they possessed. This 
is a simple diagnosis, but the facts are 
incontrovertible to anyone who studies 
the records. In other words, we failed 
to maintain proper standards of quality 
for bank assets. Of the numerous pro- 
posals for monetary and banking reform 
in this country few recognize this simple 
but fundamental diagnosis. 

When we come to analyze the factors 
responsible for this poor quality of 
assets the problem is not quite so simple. 
In general it is correct to say that it is 
a question of management because the 
quality of assets reflects the quality of 
management. It is not within the scope 
of this paper to discuss the ways and 
means for attaining and maintaining 
sound bank management because that 
involves banking structure, bank super- 
vision and other issues not related di- 
rectly to this question of the changing 
character of our banking activities. 


The fact that quality has been so im- 
portant does not mean, however, that the 
changing character of bank assets has 
played no part in the record of instabil- 
ity. According to some students of com- 
mercial banking, the very fact that law 
and custom have sanctioned capital assets 
in such a broad way has dulled the dis- 
cretion of commercial bankers and per- 
mitted a substantial volume of poor 
quality assets to enter the banking sys- 
tem, assets which would never have 
found their way into the portfolios of 
banks if proper standards of quality 
had been maintained. 
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NEW RULES AND STANDARDS MUST BE 
PERFECTED 


It is also claimed by many that the 
great decline in values which occurs in 
times of depression always entails a cer- 
tain amount of permanent loss even in 
what seem to be high-grade assets of a 
capital nature. It is clear that the prob- 
lem of investing in capital assets differs 
in many respects from that of extending 
commercial loans. The factors which 


Commercial banks are taking on 
more and more the characteristics 
of investment trusts in that they are 
investing the savings of the people. 
Yet they assume obligations which 
no investment trust in the world 
could assume with safety, namely, 
they guarantee the return of the 
depositor’s money in full at any 
time irrespective of conditions in 
the securities markets. All risks are 


assumed by the banks and none by 
the investor in the guise of a de- 
positor. 


must be considered in making commit- 
ments are not the same and different 
risks are incurred. The complexities of 
the problems which the banker has faced 
under the changing economic order and 
the changing character of banking have 
left him somewhat bewildered, and he 
has not been able to test and perfect new 
rules and new standards of practice. 

It is not my purpose to attempt to 
prove that capital assets as classified 
above are unsuitable for bank portfolios 
or to suggest that banks can give up 
what we may call investment banking 
and return to purely commercial bank- 
ing. We face an accomplished fact. 
We have developed this form of invest- 
ment banking over a period of years 
and it is a question of making whatever 
adjustments are necessary to meet the 
situation. Making these adjustments 
will be a real test for bank management. 
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CAN BANKS PREVENT OVEREXPANSION 
AND LOSSES? 


The problem, as I see it, is this: Can 
banks doing this type of business estab- 
lish and maintain standards of quality 
for assets which will (1) prevent ex- 
cessive expansion of bank credit in 
periods of rising business activity, and 
(2) prevent excessive losses and liquida- 
tion of bank assets in periods of de- 
pression? Unless the bankers by some 
such standards or by some other means 
can prevent in the future the banking 
conditions which prevailed in this coun- 
try from 1930 to 1933, then the outlook 
for banking under private management 
and control looks gloomy indeed. 

I have no suggestion to make as to 
what these standards of quality should 
be. To my mind it is a problem that 
needs careful study and consideration. 
The savings banks of New York and 
other institutions which invest in mort- 
gages are making a very careful and 
detailed study of the behavior of various 
types of mortgages over a period of 
years in order to establish a factual basis 
for determining rules or standards for 
mortgage investment. So far as I know 
the commercial banks have not under- 
taken a similar study. Méiscellaneous 
studies have been made of bonds from 
time to time, but whether any serious 
effort has been made to analyze the 
bond troubles of commercial banks gen- 
erally with a view to setting up stand- 
ards of investment I do not know. 


BANKERS ARE FAR BEHIND PROGRESSIVE 
INDUSTRIES 


By force of circumstances commercial 
banks have become involved in invest- 
ment banking in a broad way without 
any adequate study or analysis of the 
problems involved or the implications of 
such a development. Candor compels us 
to admit that in the matter of research 
into the basic problems of their business 
bankers are far behind most progressive 
industries. 

I realize, of course, as pointed out in 
the earlier part of this paper, that vari- 
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ous legislative measures have been passed 
in recent years designed to prevent un- 
sound and excessive expansion of bank 
credit. As to the efficacy of these meas- 
ures, however, or the manner in which 
they will be administered, one may have 
reservations. Personally I believe the 
real responsibility for control over the 
quality of assets rests with the individual 
bankers. 


THEORY OF BROADER REQUIREMENTS 


The fact is also recognized that eligibil- 
ity requirements have been broadened 
so that Federal Reserve banks may make 
advances to member banks on any col- 
lateral satisfactory to the Reserve banks. 
The theory of the broader requirements 
is that this will make the assets of mem- 
ber banks more liquid and help to pre- 
vent the frozen condition which usually 
occurs in periods of stress. This, how- 
ever, cannot relieve the banks of the 
losses which inevitably arise out of poor 
quality assets. The risks cannot be 
shifted and it would be unfortunate in- 
deed if easier borrowing facilities should 
lead banks to use less discretion in mak- 
ing their loans and investments. Pro 
tective devices such as borrowing from 
the Federal Reserve banks and the in- 
surance of bank deposits’may be useful 
in reducing the likelihood of withdrawals 
and in providing temporary stop-gaps, 
but they can succeed only if the banking 
system is basically sound. 

It may be, of course, that in the very 
nature of the banking business as con: 
ducted today the risks are such that no 
standards can be set up which will pre- 
vent heavy losses in periods of stress. 
If that is the case then adequate pro 
vision must be made for these possible 
losses through larger reserves or through 
larger ratios of capital funds to deposits. 
While these significant changes have been 
going on in the character of bank assets 
we have seen little iudication of any 
permanent change in policies with ref- 
erence to reserves and capital funds. It 
may be that we must simply recognize 
the greater risks in banking as it 18 
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carried on today and that we must add 
to the ordinary costs of the business a 
price sufficient to cover those risks. 


A PRACTICE. TO BE QUESTIONED 


One may certainly question the prac- 
tice of trying to invest at a profit funds 
on which banks have paid depositors a 
rate of interest equal to the current rate 
on high-grade investments. Speculation 
has little place in a bank and if banks 
cannot exist from the return on the 
highest grade non-speculative assets then 
it is doubtful whether there is any justi- 
fication for their existence. To live 
within the income from such assets it 
may be necessary to curtail costs sharply 
by reducing interest rates on deposits 
and to increase income through service 
charges on unprofitable accounts. This 
would place the cost squarely upon the 
banking public and would be far safer 
and sounder in the long run than to at- 
tempt to increase earnings through high- 
yield speculative assets. 

There are some students of the sub- 
ject who feel that the emphasis upon 
the quality of assets alone is not suff- 
cient to meet the problems arising out 
of the unbalanced relationship between 
long-term assets on one side and short- 
term liabilities on the other. This ques- 
tion is discussed at some length in a 
teport which will be issued shortly on 
Banking Developments in New York 


CHICAGO 


LOS ANGELES 


State,” prepared by the Commission for 
Study of the Banking Structure under 
the chairmanship of S. Sloan Colt. This 
commission was appointed a little over 
a year ago by the New York State 
Bankers Association to collect and 
analyze the facts regarding banking con- 
ditions in the State of New York. After 
stating the problem of time deposits in 
commercial banks the commission re’ 
ferred briefly to the various suggestions 
which have been made for its solution. 
I quote from that report: 

“Several suggestions have been made 
regarding the solution of the time de- 
posit problem in commercial — banks. 
Without any extended discussion as to 
the merits of each, some of those sug: 
gestions are mentioned here for the pur- 
pose of illustrating the type of thinking 
which is being done on the subject. 


SHOULD SAVINGS AND COMMERCIAL 
BANKING BE SEPARATED? 


“One school of thought would bring 
about gradually a complete separation 
of savings banking and commercial bank- 
ing by reducing slowly the rate of in- 
terest paid on deposits in commercial 
banks so that the savings of the people 
would gradually seek investment directly 
or through other institutions, such as 
savings banks, mortgage companies, etc. 
This would mean ultimately fewer com- 
mercial banks and more institutions of 
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other types. A special problem would 
arise, of course, in those communities 
which are not large enough to support 
twe institutions, but the advocates of 
the plan think that difficulty is not in- 
superable and that it might be taken 
care of through branch banking. 


SOME WOULD SEGREGATE ASSETS IN 
SAME INSTITUTION 


“Another group believes that there 
are too many practical difficulties in the 
way of separating the two types of bank- 
ing. They also think that the ideal 
service to the community is to furnish 
these various banking facilities under 
one roof. They would completely segre- 
gate the assets in the two departments, 
however, and prohibit the use of the 
assets in one department to meet the lia- 
bilities in the other. This. would also 
require the division of the capital funds 
between the two departments. At the 


same time they would lay down rather 
specific requirements as to the! type of 


assets that might be acquired in each de- 
partment. Perhaps the requirements for 
the savings department might be similar 
to those for savings banks, while special 
care would be taken to keep the bulk 
of commercial funds in short-term paper 
and Government securities. 


GRADUATED SCALE OF INTEREST RATES 


“Another suggestion is to adjust a 
bank’s liabilities to the nature and ma- 
turities of its assets by the issue of de- 
bentures or certificates of deposit with 
maturities of one year or more rather 
than passbook credits, which in practice 
are payable on demand. A somewhat 
similar proposal is to adopt a graduated 
scale of interest rates according to the 
time the deposits remain. Deposits un- 
der one year, for example, might receive 
1/4 per cent. interest; from one to two 
years, 1 per cent.; two to three years, 
2 per cent.; and over three years, 3 per 
cent. 

“Still another suggestion is that more 
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adequate recognition be given to the 
risks incurred in the handling of time 
deposits by commercial banks, involving 
as it does the acquisition of a large vol- 
ume of assets of relatively long ma- 
turities, and that a system be devised 
for building up special reserves to meet 
losses and depreciation according to past 
experience. The return on every in 
vestment includes something over and 
above pure interest to cover the risk 
assumed. The suggestion is to set aside 
a part of the return in recognition of 
the risk element in order to build up a 
reserve adequate to meet losses. Capital 
funds in New York banks were sub 
stantially augmented up to 1930 through 
surplus earnings after dividend payments, 
but clearly this increase was insufficient 
in many cases to take care of subsequent 
losses. 

“Some of the above suggestions seem 
rather drastic. Whether any of them 
or any combination of them proves to 
be the solution to the time deposit prob- 
lem remains to be seen.” 


THESE PROBLEMS MUST BE FACED 


In the course of this discussion I have 
attempted to point out the possibility 
of a major expansion in bank assets dur- 
ing the next few years, and to discuss 
some of the problems which arise out of 
the changing character of bank assets and 
the unbalanced relationship between as’ 
sets of a more or less long-term nature 
and liabilities which, in fact, are pay’ 
able on demand. 

A major problem of the bankers in the 
next period of expansion is to maintain 
assets of such quality that they can pre: 
vent unsound speculation credit ex 
pansion, and can avoid in the next de- 
pression the heavy losses and fatalities 
characteristic of the 1930-1933 period. 
If we would avoid continued attempts to 
regulate the details of banking by law, 
and if we would scotch the insidious 
growth of sentiment in favor of socializ- 
ing our banking system, we must face 
these problems in a realistic manner. 
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tractors for the construction of 

FHA houses, it is important that 
bankers know the terms of the building 
contract between the owner and the 
builder. The construction contract is 
executed before the application is sub- 
mitted to the Federal Housing Admin- 
istration and must contain definite in- 
formation in the form of house plans, 
specifications, labor and a complete de- 
scription of the fixtures and materials 
to be used in the construction of the 
house. 


Beco extending credit to con- 


THE HOUSE PLANS 


If customers do not employ architects 
to draw their house plans it is wise to 
suggest that some tested and approved 
plan be selected rather than let individ- 
uals without experience attempt to draw 


floor plans. Even in the building of 
small houses architects can perhaps save 
the applicant costly errors by eliminat- 
ing wasted space and poor ventilation 
which are common errors for the de- 
signer without practical experience. 

The FHA must have complete house 
plans to enable them to estimate the 
cost of the building in order that the 
government will know what security it 
will have on the secured mortgage. 
There must be a small plot plan show- 
ing where the house and garage and ac- 
cessory buildings are to be located on 
the lot with the relation of these build- 
ings to the front, rear and side lines of 
the property. Foundation plans must 
thow the thickness of the foundation 
walls, whether open piers, piers with 
# curtain walls between or solid walls 
of masonry. Also the plans should in- 
dicate the size of the girders and floor 
joists, and where joists must be doubled 


under partitions. Location of electric 
outlets, plumbing fixtures, doors, win- 
dows, and names of rooms must be 
drawn in the plans. There must’be a 
front elevation and side elevation and 
other elevations if needed to show the 
general design of the house. 

Three sets of plans are required in 
the building of FHA houses, one for the 
use of the architectural inspector, one 
set for the mortgagee who makes the 
loan, and one set for the contractor 
building the house. When the house 
plans are completed according to the in- 
structions set out by the FHA and are 
found satisfactory to the owner we can 
say that we have completed the first 
part of the FHA contract. We now 
know the type of house that is to be 
built but we do not know all the ma- 
terials and fixtures that are to be used 
until we make up the specification check 
schedule follows this article. 


SPECIFICATION CHECK SCHEDULE 


The specification check schedule, 
which at the present time is used only 
in three southern states, reminds con- 
tractors of much information that might 
be omitted and sets down certain 
standards that must be followed to 
avoid disagreements between the con- 
tractor and the owner. To illustrate the 
many advantages of such a guide the 
schedule follows this article. 

Before a contractor can make an 
itemized estimate of the cost of'materiais 
to be used in the construction work it is 
essential that the schedule be made out 
showing what is required. The check 
schedule is merely to insure protection 
to the owner as well as the lending in- 
stitution that the best materials will be 
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used in constructing a house estimated to 
give the maximum service over a period 
of years. As readers will note from 
the form reproduced above all portions 
of the construction work are covered 
by the schedule as well as the manner 
in which the work must be done. The 
specification check schedule together 
with the house plans form important 
contract documents which the FHA 
must have to determine the value of a 
house. Bankers are insisting that con- 
struction work done with their money 
be sound and dependable and it was for 
this purpose that the paper was de- 
signed. Security for a mortgage is based 
upon the lasting quality of material as 
well as the character of the mortgagor. 


CLOSE SUPERVISION REQUIRED 


Contractor loans require a close 
supervision and justify a higher inter- 
est rate than much of the paper in a 
bank’s portfolio. To avoid endangering 
any funds advanced by a bank on this 
type of loan the lending officer must de- 
cide that the contractor is competent, 
honest, reliable and has the proper 
equipment to complete the job in the 
required time. Before a contractor 
starts a job it is desirable that the 
banker request the confidential cost 
schedule on the house. By knowing the 
margin of profit the banker can deter- 
mine whether the bid was too low or 
whether the contractor will be finan- 
cially prepared to take care of losses 
that might occur. Since we now have 
the two contract documents signed by 
the owner and the contractor we must 
now make out the construction contract 
which must protect the lending institu- 
tion in making loans to either the owner 
or the contractor. 

To protect the interests of the owner 
and the contractor, the author has de- 
signed a sample contract incorporating 
both the house plans and the specifica- 
tion check schedule. While the con- 
tract is simple in form by embodying 
the two documents it outlines in detail 
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what the contractor must do for the 
agreed-upon contract price. 

The contract reproduced here is in 
tended for use when the payments are 
made according to the progress made in 
the construction work. These payments 
are made after the second and third in- 
spection report is received by the lend- 
ing institution thus eliminating any risk 
on the part of the mortgagee and pro 
tecting the mortgagor. 


SAMPLE CONTRACT FOR FHA NEW CON- 
STRUCTION OR REPAIRS 


I (Name of Contractor) hereinafter desig- 
nated the Contractor have this day entered 
into a contract with (Name of Owner) (City 
and State) as follows: 


1. The Contractor is to (build) (repair) a 
house on Lot No. ...... located in (City 
and State), Street No. ...... » same being 
free of encumbrance and owned by (Name 
of Owner). The said house is to be (built) 
(repaired) as per specifications and house 
plans submitted and approved by the Fed 
eral Housing Administration hereto attached. 


2. The Contractor agrees to furnish all ma 

terial and labor for the (repairs) (construc 

tion) of said house for the sum of $ 
thousand dollars). 


3. The Owner agrees to pay for the (con 
struction) (repairs) as per specifications and 
house plans submitted through the local 
agent of the Federal Housing Administra 
tion, namely (name of lending institution). 


4. Payments are to be made as follows: 
One third or $ of the entire sum 
when the house is enclosed and the wiring 
roughed-in. 

One third or of the entire sum 
when the floors are laid and the interior 
walls are completed. 

The remaining one third or $ 

the house is completed and accepted by the 
Federal Housing Administration. 


Signed this the 


Witness: 
Witness: 


day of 


J. Brown 
oy a 


(Contractor) 


John Doe 
oi An” a 


(Owner) 
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The advantages of proceeding in the according to the specifications and house 
manner outlined in this article are plans submitted. Furthermore we know 
numerous. First we know that the con- that any money advanced by the lend- 
tractor and the owner have a definite ing institution for this construction 
understanding concerning the work to work is safeguarded by the written re- 
be done, the materials to be used, the Port certifying that the work is satis- 
fixtures to be installed and finally the tactory. We are assured that the loan 


is acceptable for insurance by the com- 
a to 6 a we . mitment. Such a plan together with 


; the simpl tract offers absolute pro- 
know that the FHA inspectors will wt coe, nego ee Pp 


, tection to the lending institution, the 
guarantee that the house will be built (ner and the contractor. 


A SPECIFICATION CHECK SCHEDULE SHEET TO BE USED IN CONNECTION 
WITH APPLICATION FOR LOAN ON NEW CONSTRUCTION 
FEDERAL HOUSING ADMINISTRATION 


NAME OF OWNER STREET & NO 
Fill out the spaces below that apply to this job, and leave others blank. 


EXCAVATION 


Excavate for all trenches and piers to a hard formation, suitable for foundation work. Where 


the lot has been filled, the excavating must go below this filling. The bottoms of all trenches 
and footings must be level. 


BACK FILLING 


Back fill where necessary for the desired grades. Tamp all back filling around foundation 
walls and piers and build up in such a way as to turn water away from house. 


FOOTINGS 


NOTE: Where concrete footings are used they must be 8” wider than the foundation wall 
or pier above. 


. Footings are to be of concrete, 8” thick and .... inches wide. 
. The mix for concrete is to be .... part Cement and .... Sand, .... Gravel ..... 


. The concrete footings are to be reinforced with .... rods spaced ..... (The 
above is to be filled out only where the reinforcing is necessary.) 


. Footings are to be of brick .... size. 


FOUNDATION WALLS 


NOTE: All brick are to be laid up in cement mortar or an approved ready mix mortar 
and all joints are to be well filled. Brick Veneering is to blend with the common brick in 
the foundation walls. All Brick Work is to be laid up true and plumb. 


. The foundation walls are to be of brick 
. The foundation walls are to be a brick curtain wall thick, with brick piers 


. Brick piers are to be inches wide and inches thick, spaced 
feet apart. 


. The foundation walls are to be of concrete inches thick and reinforced 
rods spaced 


. Other foundation walls, described: 





THE BANKERS MAGAZINE 


VENTILATION IN FOUNDATION WALL 


Where the Foundation Wall is solid around the outside, provide 9” x17” metal vents on 
all sides spaced about 8’ apart.” The bottom of the sills are to be at least 2’ above grade 
where possible. 


FRAMING 


These notes on Framing are to apply to all jobs, where wood framing is used. 


1. Sills must be solid (not built-up) and are to be No. 1. They must bear truly on 
the piers and walls, except that built-up sills may be used provided the timbers are 
creosoted under pressure. 


. Floor Joist only are to be No. 1 or No. 2 material. No. 3 is not acceptable. 
. Double Joints under all partitions. 


. Double studs at all openings, at sides—head and sill. The inside studs on the 
age ree Fig fit under the doubled studs at the head and under the doubled studs 
at the sill. 


. Truss over all openings more than 3’6” wide, or, in addition to the doubled 2” x 4”, 
at the head of the opening, put in a 2”x 10” on edge. This 2”x10” should be 
flush with the outside studs and is to be used only in cases where the head of the 
opening is close to the ceiling joist. 


. Windbrace the roof as necessary. 


. All sheathing is to be laid diagonally and run from the top of the plate and the 
bottom of the sill. 
Sills are to be No. 1 
Floor Joist are to be No. .... Si inches O.C. 
Studs are to be No. .... Size Inches O.C. 
Ceiling Joist are to be No. .... Size Inches O.C. 
Rafters are to be No. .... Size 
Sub-flooring will be used and is to be 
Sub-flooring will ‘not be used 
Sheathing will be used and is to be 
Sheathing will not be used 


EXTERIOR WALLS 


NOTE: Where brick veneering is used the sheathing on the exterior wall must be covered 
with an approved grade of building paper. Water Proof Felt must be placed under the 
sills where they bear on masonry, this applies to all new construction. Tie all brick veneer 
ing to the wall with metal ties, spaced one foot vertically and two feet horizontally. 


Solid Brick (Furred) Give Thickness 

Brick Veneer over Frame (Kind, Face or Common) 
Cement Block (Furred) Give Thickness 

Stone (Furred) Kind of Stone, Give Thickness 
Stucco Over Tile, Give Thickness and Finish 
Stucco Over Metal and Frame (Kind of Finish) 
Wood Siding (Kind of Material) 

Wood Patten Boards (Kind of Material) 


OTHER: Describe 
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ROOFING 


NOTE: Under all Roofs, Asphalt, Asbestos, Tile and Slate and Wood Shingle, cover the 
entire roof with 30-lb. Felt; this applies to all new construction. 


Metal Roof, Kind 

Wood Roof (Pine, Cypress Shingles, etc.) Kind 
Asphalt Shingles (Types—Hex. Individual, etc.) 
Asbestos Shingles (Type—Hex. Shingles, etc.) 
Tile (Type—Spanish, Shingles, etc.) 

Cement Tile (Type) 

Slate (Type) 

Built Up Roof 


OTHER: DESCRIBE 


SHEET METAL WORK 


NOTE: All Chimneys, Dormers, Vents, Valleys, etc., are to be flashed and formed of 
Sheet Metal and counter flashed. This applies to all new construction. 

Flashing Metal (Kind—Armco—Ingot Iron, etc.) 

Valleys Metal (Kind G. I. Copper, etc.) 

Gutters and Down Spouts (Kind G. I. Copper, etc.) 

Miscellaneous Flashing (Describe) 


INTERIOR WALLS AND CEILINGS 


NOTE: All plastering must be three coat work using 3” grounds and brought to a true and 
level plane. Where wood lath is used, reinforce all interior corners with bent metal lath 
and all exterior corners are to have metal corner beads. Describe material and give finish 
for each room. 


Ceiling and Painted 

Ceiled, Canvassed and Papered 
Plastered on Wood Lath 
Plastered on Metal Lath 
Plastered on Wall Board 
Keene’s Cement on Metal Lath 
Wood Panel 


Exterior Doors, Give Type (Glass, solid, etc.) 
OTHER: Describe: 


WINDOWS 


Material (Wood, Metal, etc.) Thickness of Sash 
Size of Sash Type (Double hung, casement, etc.) 
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FINISH FLOORING 


The Finish Flooring is to be: 
Hardwood (Kind, Oak, Maple, etc.) i Description 


Description 


Scraped and Sanded (Yes) : 
Other Flooring (Such as Tile Porches, Linoleum, etc.) List 


Describe: 
1. Kitchen Cabinets 
. Bath Room Cabinets 


. Bath Room Fittings, such as Towel Bars, Soap Dishes, etc. ............ 
. Closet Fittings (Shelving, etc.) 


OTHER: Describe 


Describe: 


SCREENING 


Screen Doors (Describe) 


Window Screens. (Describe, such as full length, Galvanized Wire or Copper) ............ 
PERE MGI, ORG. Sos edie 60's )0 5 0ls ois ww ce en'Ee noes «Vn 


PLUMBING 


(Kitchen sink and Toilet required in each Family Unit connected to Septic Tank or Sani 
tary Sewer with a supply of pure water) 


Kitchen Sinks, No. of Fixtures 

Tubs, No. of Fixtures Describe (Built-in, Single Shell, etc.) 

Lavatories, No. of Fixtures Describe (Wall, Pedestal, etc.) 

Toilets, No. of Fixtures Describe 

Showers, No. of Fixtures Describe 

Laundry Tubs, No. of Fixtures Describe 

Hot Water Heating Equipment, Describe (Automatic or Storage Tank and Gas Heater, 


Is a Garage to be built? (Yes) 


Construction of Foundation (Size and Material) 
Construction of Exterior Walls 

Construction of Floor (Dirt, Cement, Cinders, etc.) 
Roofing Material 

Other Rooms in Garage, if any, describe 

Heat (Yes or No) Light (Yes or No) 
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HEATING 


Some form of heating is required and neighborhood standards are acceptable. 
Fireplaces: Number Describe Mantle & Hearth 

Number of Flues 

Gas Outlets and Heaters—No. ........cceccescccecccenccsces 

Hot Air Furnace 

Steam, Hot Water or Vapor 


OTHER: Describe 


If houses in the neighborhood are generally wired, the new home must also be wired. 
Knob and Tube 

Romex Cable 

Conduit 

List Number of Outlets 


PAINTING 


Three Coats Lead and Oil Paint required on all Exterior Woodwork. 

Exterior Woodwork: No. of Coats 

Exterior Metal Work, such as Gutters and Down Spouts, Iron Rods, etc. 

Describe Painting 

Describe Finish of Floor 

Interior Woodwork (Describe such as Stain or give number of Coats of Paint or Enamel) 


Interior Keene’s Cement (Describe painting, if any) 
Describe Painting to be done on Garage 


OTHER PAINTING: Describe 


NOTE: Concrete Walks must be 4” thick. 


Are Walks to be put in? (Yes) 
Gravel or Cinder: Length of Walks 
Cement on Concrete: Length of Walk 


OTHER MATERIAL: Describe 
DRIVES 
NOTE: Concrete Drives or Runners must be 6” thick. 


Are Drives to be put in? (Yes) No 
Gravel or Cinders ee 


GENERAL 


List here any material or system of construction that is not clear from the above outline, 
such as Insulation, Concrete Frames, etc., and make any notes necessary. 


— Building Codes, Zoning Ordinances, Insurance Regulations and all City and State 
ws that apply to the above construction shall be strictly adhered to. 
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including: 
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Paris 
Barcelona 
Havana 
Buenos Aires 
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Caracas 
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CONDENSED STATEMENT AS ON 
NOVEMBER 30, 1935 


ASSETS 


Cash on Hand, in Banks and in Bank 
of Canada 


Government and Municipal Securities 
and other Bonds and Stocks 220,498,302 
45,545,537 
333,290,363 
16,043,798 
Liabilities of Customers under Letters of 


Credit and other Assets 27,911,657 


$800,919,700 


LIABILITIES 


Capital, Reserve and Undivided Profits $ 56,609,555 


Notes of the Bank in Circulation 32,568,426 


688,366,512 


Letters of Credit and Other Liabilities.. 23,375,207 


$800,919,700 


NEW YORK AGENCY: 68 WILLIAM STREET 
Frederick T. Walker, 
John A. Beatson, 
Edward C. Holahan, 
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Trend in Loans and Investments 


A New Order Is Being Established in Banking as New Types of 
Loans and Investments Are Taking the Place of the Old 


By Henry F. KoLier 


ITH the tremendous growth of 
\ corporations, since the war, and 
the decided trend toward “big 
business,” the banking structure has not 
kept pace. Only four banks have ar- 
rived at the billion dollar mark, against 
some thirty-three billion-dollar com- 
panies operating in other fields. The 
size of the banks in even the largest 
cities cannot be compared with the huge 
corporate enterprises. This has caused 
the largest corporations to expand be- 
yond the assistance of even the largest 
banks as the credit and financial require- 
ments of a great company are too large 
for one bank to handle. 


INDIVIDUAL BORROWER ON NEW BASIS 


To this changed condition in banking 
operations and principles we can at- 
tribute the loss of many of our short- 
term loans, and the almost complete dis- 
appearance of commercial paper (30/90 
days). The essential fact to be faced is 
that, since no one bank can provide for 
the requirements of the largest com- 
panies, they must appeal directly to the 
public via the securities markets. Earn- 
ings have been plowed back into the 
surplus and reserve accounts and bank 
loans rapidly repaid, until at present 
bank loans for commercial uses are 
smaller than at any other time since ac- 
curate statistics have been maintained. 

While, to a great extent, these con- 
ditions have affected the banks and cor- 
porations, even the individual borrower 
has been placed on a new basis, as the 
former use of demand loans has been 
changed to loans on a time basis (up to 
120 days), with the option of almost 
unending renewals. A close scrutiny 
of the statements of condition of the 


large banks will show this trend during 
the past four years. 


SHIFT TO LONG-TERM MARKET 


It has not been so much a liquidation 
of borrowing that has occurred, but a 
shift from a short-term to a long-term 
market. In this connection it is inter- 
esting to note that while corporations 
have thus been shifting to long-term 
issues, our Government has been float- 
ing more and more securities on shorter 
terms for each issue. This counter tide 
has upset many of the interest rate 
calculations of companies in the market 
for funds. 

Many bank loans today are being 
made on a collateral basis, and even real 
estate in many cases has been used as 
the backing for the loans. This situa- 
tion has caused an ever decreasing 
amount of eligible paper held by banks 
and their liquidity is consequently jeop- 
ardized as a result. Then, too, the earn- 
ing power of the banks has been re- 
duced and, since deposits have been re- 
payable on demand, the question arises 
as to whether funds should be tied up 
for long periods of time, since present 
borrowers are not of the type to require 
short-time loans, but rather long-term 
or even permanent capital. 


BANKS NOW LOAN INDIRECTLY 


Banks no longer loan directly to in- 
dustry; but do so indirectly, by loaning 
against the stocks, bonds and securities 
pledged by the stockholders and creditors 
of the corporation to secure bank loans. 
Here a decided trend is noticeable; first, 
that bank loans used to be secured to a 
great extent by railway issues; then, by 
corporate issues (principally those of 


153 





SEU 
154 THE BANKERS MAGAZINE 


manufacturing concerns), later, by in- 
dustrial issues. Today, Government is- 
sues are ranking first. 

We also find a change in the trend 
of the investments of clients. While 
banks are loaded with Government is- 
sues, customers are seeking higher re- 
turns from new municipal and corporate 
issues. Without willingness on the part 
of the banks to loan funds on stocks 
and bonds of companies seeking capital 
the issues would not advance very far 
in the investment class. Wéithout the 
support of the banks in absorbing new 
Government issues they could not be 
placed on the market. Without the aid 
and assistance of the banks the Treasury 
would soon be bankrupt. 

This situation has caused banks to 
seek new means of producing earnings. 
They have met the issue temporarily by 
loans against real estate, office and resi- 
dential buildings; loans secured by in- 
ventories, assignments of accounts re- 
ceivable, mortgage loans on machinery 
and equipment, credits secured by con- 
ditional sales contracts, automobile fi- 
nancing and other forms of special credit 
granting. 

Recalling the hectic money market of 
1929, one is reminded that it was not 
that the banks were loaning funds for 
speculation, but that corporations were 
supplying the market through the banks. 
These funds represented the capital and 
surplus funds which companies put into 
active and productive uses; productive 
only in so far as they made money to 
be added to swollen reserves. It was 
then considered ethical to employ funds 
to show profits even if those profits did 
not arise from the business of the com- 


pany. 
BORROWING AT LOW RATES 


Today there is a new concept; no 
longer are bankers in the profession to 
handle the funds which are to be placed 
on call markets by giant companies. 

There is a trend to corporate borrow: 
ings from banks at low rates, to refund 
or repay entirely the high interest- 


bearing maturities outstanding in the 
markets at present. Companies that 
have bonds outstanding with a 5 or 6 
per cent. interest coupon are seriously 
considering the possibilities offered by 
securing bank loans and calling their 
bonds. Those which do not have a 
callable option are considering offering 
new bonds with lower interest rates to 
their present holders and a cash settle: 
ment to make up the difference. Banks 
welcome this opportunity to secure busi- 
ness and the earnings should be re 
flected in the near future. The retire 
ment of high interest-bearing securities 
will also bring a measure of relief to 
corporations during these times of re- 
duced earnings. The return to banks 
in cases thus far has been in excess of 
the amount received from Government 
issues. 


NEW ORDER BEING ESTABLISHED 


Read in the light of recent political 
discussions and legislative enactments, a 
new order is being established in bank: 
ing. It shows that the idea of a gow 
ernmentally controlled central bank 
would be in the nature of “trust-bust- 
ing,” for it would close the loophole left 
open by the Securities and Exchange 
Control Act, that of returning to banks 
for funds and not having to file the 
voluminous and expensive reports re 
quired. It will be interesting during the 
next few years, to watch the trend away 
from the established forms of loans and 
investments and the development of 
newer forms which are now being experi 
mented with in the hope of producing 
more earning power. The size and sources 
of demand for new loans or for newer 
types of loans will determine to a large 
extent the success and dividends of many 
institutions. With the application of 
service charges many banks added to 
their profits. If profits could be realized 
through any other methods these charges 
would be removed. With a fairly rea’ 
sonable amount of business recovery the 
loan and investment accounts of 
banks throughout the country will re 
flect these trends. 
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Early American Bank Stock 


Speculation 
The First Bank of the United States 


By A. M. SAKOLSKI 
Author of “The Great American Land Bubble” 


This is the second of a series of articles on early American bank stock speculation —Epiror. 


the pioneer propagandist of 
American banking. No _ one 

knew better than he the importance of 
banks to both business and government. 
When a youth of but twenty-three 
years, he had already acquired a superior 
knowledge of the economics of both 
banking and money. “The Bank of 
England,” he wrote to Robert Morris 
in 1779, “united public authority and 
faith with private credit; and hence we 
see, what a vast fabric of paper credit 
it gained on a visionary basis. Had it 
not been for this, England would never 
have had sufficient funds to carry on 
her wars; but with the help of this,. she 
has done and is doing wonders. * * * 
Why can we not have an American 
Bank?” he added. “Are our moneyed 
men less enlightened to their own inter- 
est, or less enterprising in the pursuit?” 
Thus, Hamilton had the Bank of Eng- 
land in mind when on December 14, 
1790, he submitted to Congress a re- 
port urging the establishment of a na- 
tional bank. His arguments were thor- 
oughly convincing. He swept aside 
popular prejudice against banks as an 
“aristocratic engine of privileged mo- 
nopolies.” Even the venomous opposi- 
tionist, William Maclay of Pennsyl- 
vania, after Hamilton’s report was 
circulated among Congressmen, ad- 
mitted that “a bank will be of conse- 
quence.” And when two weeks later 
a bill to establish a national bank was 
Presented to Congress, Maclay an- 


"Hamilton Works (edited by Hamilton), 
I, p. 165. 


preggers HAMILTON was 


nounced that “it is totally in vain to 
oppose it.”2 But Hamilton’s plan did 
not go through unopposed. He was 
again accused bitterly of favoring the 
speculators. Nevertheless he bore down 
all opposition. 

The capital of the bank was fixed at 
$10,000,000—an immense sum in those 
days. In imitation of the Bank of Eng: 
land the shares were fixed at $400 par 
value. One-fifth of the capital was to 
be furnished by the Federal government, 
and four-fifths by the public. The gov- 
ernment, however, was not to pay for 
its interest in specie. It borrowed the 
amount of its subscription from the 
bank itself. The public was required 
to pay one-fourth of its portion in ac- 
tual cash. The remaining three-fourths 
was payable in United States six per 
cent. bonds. 

Thus, a fillip was given to a rise in 
the value of the new United States 
bonds. A mad rush was made to sub- 
scribe to the bank shares, and the 
United States “Six Per Cents.” were 
eagerly sought after for this purpose. 
For two months before the date set for 
entering stock subscriptions, excitement 
prevailed throughout the Union. Pools 
were formed in each locality to forward 
subscription lists to Philadelphia. Chris- 
topher Gore of Boston sent his brother 
Payne Gore to Philadelphia on behalf 
of “the most respectable gentlemen” of 
Boston to subscribe for the National 
Bank shares.® 

When the subscription books of the 


"Journal of William Maclay, p. 345. 
*King, Rufus King Correspondence, I, p. 
399. 


155 





156 THE BANKERS MAGAZINE 


bank were opened on July 4, 1791, the 
whole amount was filled in less than 
fifteen minutes, or as Jefferson remarked, 
“faster than they could be written 
down.” This result had far exceeded 
Hamilton's expectations, for on June 30, 
a few days before the books were open, 
he wrote Benjamin Goodhue that al- 
though he believed the subscriptions 
“will proceed with astonishing rapidity 
it will not be surprising if a week com- 
pletes them.” There was a 20 per cent. 
oversubscription, so that the commis- 
sioners in charge of the operation pared 
down the allotments. Moreover, no 
single subscription for more than thirty 
shares was permitted. An outcry of dis- 
crimination arose. There was a “lament 
that Philadelphians have engrossed so 
much of the stock and have so divided 
the shares as to multiply their votes.” 
It was believed that there was misman- 
agement and partiality by the commis- 
sioners.* 

James Madison, then in New York, 
informed Thomas Jefferson of this situa- 


tion. He seemed to be delighted with 
the sectional discord that the bank 


created. “We understand here,” Madi- 
son wrote on July 13, 1791, “that 800 
shares in the Bank, committed by this 
city (New York) to Mr. Constable, have 
been excluded by the manner in which 
the business was conducted, that a con- 
siderable number from Boston met the 
same fate, and that Baltimore has been 
kept out in toto. It is all charged on 
the manoeuvers of Philadelphia, which 
is said to have secured a majority of the 
whole for itself. The disappointed in- 
dividuals are clamorous, of course, and 
all the language of the street marks a 
general indignation. If it should turn 
out that the cards were packed for the 
purpose of securing the game to Phila- 
delphia . . .. some who have _ been 
loudly in their plaudits while they ex- 
pected a share of the plunder, will be 
equally so in sounding the injustice of 
the monopoly.”’® 


‘See Ames to Hamilton, in Hamilton 
Works, I, p. 473. 
"Madison's Works, I, p. 540. 


But the excitement of the wild specu 
lation that immediately followed the al- 
lotment of the bank’s shares overawed 
the crys of fraud and corruption. “Stock 
jobbers were the only men that attended 
to their own business affairs and if a 
man had not stock, he might as well 
lock himself up in his cellar,” Madison 
declared. On July 10, he wrote from 
New York to Jefferson, “The Bank 
shares have risen here in the market as 
much as at Philadelphia. It seems ad 
mitted on all hands now that the plan 
of the institution gives a moral certainty 
of gain to the subscribers with scarce 
a physical possibility of loss. The sub 
scriptions are consequently a_ mere 
scramble for so much public funds which 
will be engrossed by those loaded with 
the spoils of individuals . . . of all the 
shameful circumstances of this business 
it is the greatest to see the members of 
the legislature, who were most active in 
pushing the job openly grasping for its 
emolument.” “Nothing new is talked 
of here,” he added, “Stock jobbing 
drowns every other subject. The coffee 
house is an eternal buzz with the 
gamblers.” 

The newspapers of the period reflect 
the furor of the speculation mania. On 
August 8, 1791, the New York Adver- 
tiser noted that the national bank stock 
has risen so high, so enormously above 
its real value that no two transactions 
in the annals of history can be found 
to equal it; and the Centinal, the day 
previous, had referred to the speculation 
as “another South Sea Bubble.” 


‘““SCRIPTOMANIA” AND “BANKPHOBIA™ 


As subscriptions to the bank shares 
were on the partial payment plan, re 
ceipts for the first instalment (repre 
senting a payment of $25 in cash and 
$75 par value of the “Six Per Cents.”) 
were delivered to the successful sub 
scribers. These receipts were called 
“bank script” and the rush for them 
was dubbed “scriptomania.” The whole 
speculation was characterized as “banko 
mania” and “bankphobia.” Hardly had 
the first cash payments been made, whea 
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heavy premiums were paid for the 
scrip. These rose from $50 within a 
day after the subscription books were 
closed to $320 on August 11, when the 
fever was at its height. Brokers’ offices 
sprang up on all sides advertising the 
purchase and sale of scrip. News: 
papers made note of the transactions 
though, in the absence of a stock ex- 
change, there were no “official quota- 
tions.” Purchases and sales were made 
privately or at public auction. Some 
writers of the time expressed their 
amazement at the rocket-like rise of the 
scrip. One expressed his sentiments in 
scofing verse, thus 


“What magic this among the people 
that swells a maypole to a steeple.” 


Of course, there was a revival of the 
outcry against the speculators and 
“stock jobbers.” Fraud, manipulations, 
corners, and other corrupt practices 
were cited. Alexander Hamilton began 
to feel uneasy. The effect was not ex- 
actly what he had wished for. Rumors 
came to him from New York that his 
old friend William Duer was to blame. 
In great anger he hurriedly wrote a se- 
vere letter admonishing the plunger. But 
Duer denied that he was responsible for 
the bank fever and seems to have re- 
sented Hamilton’s charges.7 Hamilton 
then cooled down. On August 17, 1791, 
he wrote Duer apologetically, “I fear 
that in the hurry of writing my letter on 
the bank script I must have expressed 
myself more strongly than was in- 
tended. . . . The conversation here [Phil- 
adelphia} was: ‘Bank script is getting so 
high as to become a bubble,’ in one 
breath; in another, “Tis a South Sea 
dream’; in a third, ‘There is a com- 
bination of knowing ones at New York 
to raise it as high as possible by ficti- 
tious purchases, in order to take in the 
creditors’; in another, ‘Duer, Con- 
stable and some others are mounting the 


_—. 


an” York Daily Advertiser, August 13, 
he 


"Hami!ton’s first letter to Duer and Duer’s 
reply have apparently been lost. 


balloon as fast as possible—if it doesn’t 
burst soon, thousands will rue it,’ etc., 
etc... . As to myself, my friend, I 
think I know you too well to suppose 
you capable of such views as were ap- 
plied in those innuendoes, or to harbor 
the most distant thought that you could 
wander from the path either of public 
good or private integrity. But I will 
honestly own that I have serious fears 
for you—for your purse and for your 
reputation and with an anxiety for both 
I wrote you in earnest terms.” By way 
of further apology, Hamilton then re- 
minds “his friend” that, after all, “he 
does not widely differ” from him about 
the real value of “bank script.” “I should 
rather call it about 190—(it was then 
selling for a great deal more)—with 
hopes of better things, and I sincerely 
hope you may be able to support it at 
what you mention.” He advocated a 
high price for the scrip to keep it from 
going abroad. “The acquisition of too 
much of it by foreigners will certainly 
be an evil,” he remarked in his apolo- 
getic letter to Duer.8 

Rufus King, a Senator from New 
York and a prominent Federalist, al- 
though a strong advocate of Hamilton’s 
ideas, apparently did not take part in 
the boosting of the bank scrip. But like 
Hamilton he was much concerned over 
the inflation of its value, and he seems 
to have held that Duer was wrongly 
blamed for causing the flurry, and so 
informed Hamilton. Then, he asked 
the Secretary of the Treasury frankly 
for a “quotation of an opinion” as to 
what the scrip was worth. Hamilton 
replied on August 7, 1791. The ques- 
tion, he said, was a delicate one for him 
to answer in view of his official posi- 
tion. Yet he ventured a quotation of 
195 as the “proper price.”® Though 
the stock was much above this level at 
the time, King did not believe that the 
circumstance afforded any political dan- 
ger. Hamilton replied that he “was glad 
to learn that the mischief from the over 
use of script is not likely to be exten- 


“Hamilton's Works (Lodge) IX, p. 493. 
*Ibid., p. 484. 
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sive.” “For,” he added, ‘ta bubble con- 
nected with my operations is, of all the 
enemies I have to fear, the most formid- 
able.” 

Hamilton, in a way, was right. By 
the end of August, 1791, the price of 
bank scrip began to decline rapidly in 
both New York and Philadelphia.!° 
This caused considerable disturbance to 
both brokers and speculators. The New 
York brokers attempted to peg the price. 
“We have heard of numbers suffering 
greatly,” states the New York Journal 
on September 14, 1791, “and many lame 
ducks have waddled out of the alley. A 
seal of speculative honor, it is said, is 
now graduated by the high court of that 
honorable body” (i.e., the brokers). And 
the same newspaper carried this ribald 
verse entitled Honor Among Thieves, 


“By scheming hands they fixed this rule 
Henceforth, a statute in their school 
That every lame duck that drops a feather 
Or strays an inch beyond his tether 

Or does what other birds would scorn 
Though on a dirty dunghill born 

Shall posted be with horrid charcoal 

And stand eternal on the black roll.” 


When the scrip frenzy was at its 
height, someone who had been sold scrip 
at a high price on a deferred payment 
basis, demanded an endorser on the pur- 


chaser’s note given in payment. The 
bidder expressed amazement at the de- 
mand. “Was not scrip just certainly 
worth $320 just as a loaf of bread was 
worth six cents?” he exclaimed. He 
then jestingly informed the band of 
speculators to which he belonged of the 
simple demand. A roar of laughter fol- 
lowed, and, by way of creating a joke 
on the timorous scrip owner, it was pro- 
posed that the whole group should en- 
dorse the note and thus fairly cover it 
with endorsements. When the note 
came due, however, not an endorser 
could pay the obligation.11 


— 


“Quotations appear to have been lower in 
Philadelphia than in New York, the hot bed 


of the speculators. 
“See Niles Register, May 9, 1835, p. 168. 
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By the middle of October, 1791, the 
bank scrip again underwent a precipi 
tate rise, reaching its zenith at the end 
of the month. The price, however, did 
not reach the high point of the previous 
flurry, and there was less excitement. 
In November, it began to fall again and 
reached a low point around $125 about 
the middle of December. By this time, 
the second instalment was due on the 
subscription to the shares. Real cash 
and “United States Six Per Cents.” 
were required for this, so that specu 
lators without funds could not afford to 
hold the shares. Prices receded steadily, 
and, by the time the shares were fully 
paid, they were quoted at around 150 
per cent. of their face value.12 


And Hamilton’s fear that foreigners 
would step in and buy up the bank's 
shares was well founded. During the 
first five years of operation, the bank 
never paid dividends in excess of 8 per 
cent. annually; nor more than 10 per 
cent. in any year. However, it seemed 
to be regarded as a bonanza by the Eng- 
lish capitalists, and by 1800, about half 
of the total capital of the bank was held 
in Great Britain. In fact, in 1796, when 
the United States government was in 
need of cash, it began to sell a portion 
of its original subscription of 5000 
shares, some of it going to the Barings 
of London at $500 per share, or an ad’ 
vance of 25 per cent. over the cost 
price. Additional sales of the remain: 
ing government stock holdings were sold 
both at home and abroad, the final sale 
of 2220 shares being made to the Bar 
ings in 1802 at a premium of 45 per 
cent. or $580 per share.13 Thus, Ham 
ilton’s plan to have the government in 
vest in the bank proved a profitable fix 
cal measure; particularly, since the bank 
itself advanced the funds originally re’ 
quired for the purchase of the shares, 
and always advanced to the government 
a greater amount than the par value of 
its holdings. 


—~ 


*See Holdsworth, First Bank of the United 
States, p. 136. 


*Holdsworth, op. cit. p. 48-49. 





NATIONAL BANK 
OF DETROIT 


Statement of Condition, December 31, 1935 


RESOURCES 


Cash on Hand and Due from 

Other Bees: se $151,735,941.96 
United States Government Obli- 

gations, direct and/or fully 

guaranteed . . + « « e 182,824,131.61 
Other Securities . . e ° 5,856,087.34 
Stock in Federal Riserve Bank 675,000.00 
Loans and Discounts Ce 43,612,404.07 
Real Estate Mortgages . . . 8,265,998.59 
Overdrafts ae ee 12,870.99 
Real Estate (21 Seen Bank 

SUEY se aia 636,065.36 
Accrued Income Seecibvabite— Dat 1,217,578.39 
Customers’ Liability Account of 

Acceptances and Letters of 

NEE gs ae gs een eee 1,013,141.16 
Other Resources . . eh > nae ec eee oa 68,382.13 


TOTAL RESOURCES . es a ee = Soe Se $395,917,601.60 


Deposits: LIABILITIES 


Commercial, Bank and Savings $315,310,758.62 
U.S. Government. . .« « 15,083,575.87 
Treasurer— State of Michigan 12,239,769.53 
Other Public Deposits ee 25,425,710.11 368,059,814.13 
Capital Acount: 
Preferred Stock (Paid In). . $11,000,000.00 
Common Stock (PaidIn). . 5,000,000.00 
Surplus (Paid in $5,000,000.00 
—Earned $1,500,000.00) . 6,500,000.00 
Undivided Profits (Paid In) . 2,500,000.00 
Undivided Profits (Earned) . 1,006,130.72 26,006,130.72 


Reserve for Common Stock Dividend No. 3 

payable February 1, 1936 er ae ° 250,000.00 
Reserve for Expenses, Preferred Stock Dividend, 

Ns 5 8 el ge weg ae. Ie es 304,660.00 
Reserve for Contingencies . . « « «© « e 283,855.59 
Our Liability Account of Acceptances and Letters 

ie PONE. 28. ee ee ce ee ee ee 1,013,141.16 
TOTAL LIABILITIES oe 8 6 «6 «6 eeb, 087,601.60 


United States Government Securities carried at $31,140,000.00 in the 
foregoing statement are pledged to secure public and trust deposits 
and for other purposes required by law. 


3M 
Member Federal Deposit Insurance Corporation 





“My Third Speech” 


Significant Extracts from a Speech Recently Made to 
Florida Bankers 


By Epwarp C. RoMFH 
President, First National Bank of Miami, Fla. 


MADE a speech in 1921. My friends 

assured me the veracity of my dis- 

course was undeniable, but urged 
me to take a vacation of at least sixty 
days’ duration. 

Some years later I made another 
speech. That earnest effort was re- 
warded by a law suit. 

Here now is my third speech. In 
connection with this speech I wish to 
announce that I have checked over my 
life insurance and paid the preacher. To 
anyone who may disagree with my senti- 
ments, I recommend the soothing in- 
fluences of an outing and fishing trip to 
Florida. I emphatically refuse, however, 
to quit making speeches. 

* * & 

The recent banking bill may make it 
quite embarrassing for some of us to 
attempt to borrow money on certain se- 
curities and financial statements from 
institutions with which we are con- 
nected. _Why, the office of president, 
the preferred position in any bank, un- 
der the new banking bill has the same 
privacy as every other “gold-fish.” If 
he borrows money he must tell his board 
of directors about it, and see it spread 
on the minutes for the eagle eye of his 
“nibs’—the bank examiner. Prohibit- 
ing officers from borrowing from their 
bank, and disclosing to the board of di- 
rectors any money borrowed from other 
banks, is a wise provision. 

* * & 

I learned about banking from Mr. 
Dooley, who said . . . “The way to run 
a bank is to outrun the depositors.” I 
hold record Number One under the 
Dooley Plan. 

‘2.9 

Banking is a simple business. It 

would have to be for anyone as dumb 
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as I to have stayed in it for thirty-seven 
years. Pure banking is loans on goods 
on the way to consumption—(bills of 
exchange . . . bankers’ acceptances . .. 
commercial paper ... bonded ware 
house receipts). 

Loans on marketable collateral have 
less hazard than buying of high grade, 
medium and speculative bonds. Where 
bonds are bought, I think only the pre- 
vailing commercial rate should be car- 
ried into the earnings, and the remain- 
der of the coupon rate should go into 
a reserve against depreciation in the 
market price. 

ee 

It seems to me that banks should be 
required to publish in detail their bond 
portfolios. The public and the deposi- 
tors are entitled to know just how much 
investing and speculating is being done 
by a bank. 

* £ * 

The present banking law prohibits 
the payment of interest on commercial 
deposits. I approve of this whole 
heartedly. The average commercial bank 
is paying too much interest on savings. 
We have reduced ours to one-half of 
one per cent., with no interest on the 
first $1000. 

* * & 

I deplore the use of national credit 
to aid our banks. It has always been 
up to the officers, directors, their con’ 
cerns and the stockholders. They have 
worked it out before, and I believe they 
could do it again. 

“ 

Pass legislative restrictions and con’ 
stitutional amendments whereby out 
politicians and political system cannot 
borrow and spend us into eternal pow 
erty. 





Housing vs. Doles and Boondoggling 


Building Industry Should Look Upon Government as a Benefactor 
Rather Than a Competitor 


By GLENN E. Hoover 


Department of Economics, 


are on record in favor of direct 

relief instead of work-relief. For 
them the dole is preferable to the work 
projects and the make-work projects of 
Messrs. Ickes and Hopkins. In urging 
that the Public Works program be re- 
stricted, and that make-work projects 
give way to a dole, they have confronted 
the nation with one of the most dra- 
matic reversals of opinion in its history. 
For two decades we have reviled the 
dole as un-American. We have insisted 
that it was the chiei cause of the pro- 
longed unemployment crisis in England, 
and we have proclaimed to the world, 
with considerable self-righteousness, that 
it would never, never be accepted in the 
land of the free. 


Te leaders of American business 


WHY BUSINESS FAVORS THE DOLE 


If the United States accepts the dole 
as a permanent feature of its economic 
life, it will not only indicate an astound- 
ing reversal of opinion, but it will indi- 
cate a mood of despair and defeatism 
that should alarm the friends of free 
enterprise. Who can defend an eco- 
nomic system whose leaders seem recon- 
ciled to the tremendous social waste rep- 
resented by a semi-permanent mass of 
able-bodied unemployed, living most lit- 
erally from the products made and 
grown by others? What worker but 
will ultimately think of the Soviet 
Union, whose leaders, whatever mistakes 
they have made, have demonstrated the 
social intelligence and the organizational 
ability to utilize their workers to the 
last man? If the leaders of our system 
admit they cannot do as well, it will be 
only a question of time before Com- 


Mills College, California 


munism, not Prosperity, emerges from 
around the corner. 

To support in idleness a large num- 
ber of able-bodied workers is such trans- 
parent idiocy that our business leaders 
could hardly be reconciled to it with- 
out some justification. To me it seems 
that their action is due in part to their 
acceptance of that economic fallacy 
known as “The Lump of Labor Theory.” 
They seem, curiously enough, to have 


The most pressing need of our 
people is not for better forests, bet- 
ter roads, nor bigger post offices, 
but for new and improved housing. 
In most every city in the land one 
can stand on the stone steps of some 
luxurious public building and can 
fire a rifle bullet into a human 
habitation built in part of oil cans, 
gunny sacks and goods boxes. 
When less than half our popula- 
tion have bath-tubs we put our 
unemployed to planting trees in the 
national forests. 


finally agreed with the theorists of the 
A. F. of L. who contend that there is 
only a given amount of work to be done, 
and therefore a certain amount of un- 
employment must be accepted. If not, 
it can be abolished, according to the 
A. F. of L., only by shortening the 
working day and restricting the utiliza- 
tion of machines. The truth is, as 
students of economics know by the end 
of their freshman year, that the wants 
of men are without limit and that con- 
sequently the amount of work to be 
done is equally without limit. It is dis- 
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couraging to find business men who be- 
lieve that if the government builds or 
finances the building of a house, that 
private builders will build one less house 
than they otherwise might. If this is 
not the “Lump of Labor Theory,” in all 
its crudity, I should like to see a better 
statement of it. 


THE MOST PRESSING NEED 


But if business opposes the govern- 
ment’s work relief program it is in part 
due to certain stupidities in that pro- 
gram. From the outset the government 
has interpreted public works too rigidly. 
During the Hoover régime the govern- 
ment encouraged the construction of 
“self-liquidating” projects only. That 
has been gradually extended to works 
whether self-liquidating or not. At first 
it was thought federal money or credit 
should be restricted to federal projects. 
At long last it has been recognized that 
a school building or a court house bene- 
fits federal tax payers as much as a new 
post office or improved roads in the na- 
tional parks. 

The most pressing need of our people, 
however, is not for better forests, bet- 
ter roads, nor bigger post offices, but 
for new and improved housing. In most 
every city in the land one can stand on 
the stone steps of some luxurious public 
building and can fire a rifle bullet into 
a human habitation built in part of oil 
cans, gunny sacks and goods boxes. 
When less than half our population 
have bath-tubs we put our unemployed 
to planting trees in the national forests. 
We know our greatest need is housing 
but houses have been built in the past 
by private builders for private profit. 
Private money has been borrowed, with 
these houses for security, and the value 
of the security might be menaced if the 
supply of housing were increased or im- 
proved in quality. Nothing can have 
value unless it is scarce, and the admin- 
istration, in its efforts to conserve values, 
inevitably finds itself encouraging scar- 
city, whether of houses or cotton or 
wheat. The Administration has con- 
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sistently favored the conservation of 
scarcity values rather than an increase 
in production. This has been its funda- 
mental economic error. When it de- 
parts from that erroneous program, if 
ever, recovery will be imminent. 


PUBLIC PROGRAMS DEFECTIVE 


Our public works and work relief 
programs have also been defective in 
that they have attempted to retain wages 
at artificially high levels in order to “in- 
crease the purchasing power” of the 
workers. There is scarcely an economist 
in the world but has repeatedly pointed 
out that the effort to retain hourly wage 
rates above the competitive level merely 
adds to unemployment, makes business 
still more unprofitable and prevents the 
recovery which the Administration is 
seeking. It is particularly injurious to 
the workers whose wage rates are main- 
tained at artificial levels. The building 
industry, which has suffered most from 
the depression is the one industry in 
which hourly wage rates have been most 
effectively pegged at pre-depression 
levels. Union officials believe, appar- 
ently, that high nominal wage rates 
with no employment are better than 
lower wage rates with considerable em- 
ployment. So long as the Administra- 
tion shares that view, its housing pro 
gram will either flop, bankrupt the 
treasury,—or both. 


SHALL GOVERNMENT AID OR COMPETE? 


Taxpayers are reluctant to support 
construction programs at the present 
level of prices and their reluctance is 
understandable if not to be commended. 
If public works are to be expanded in 
times of depression, taxpayers must be 
convinced that they are to get something 
worthwhile for their money. 

It is also highly important to plan our 
housing program in such a way that the 
building industry will look upon the 
government as a benefactor rather than 
a competitor. Government funds and 
government credit should assist private 
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builders and should almost never, if at 
all, be employed in the direct construc- 
tion of buildings to be owned and op- 
erated by public authority. Govern- 
mental construction is almost always 
relatively costly and, where it is not, it 
is uniformly slow. Secretary Ickes has 
thus far been able to prevent graft in 
his department, but he has been criti- 
cized from all quarters because his pro- 
gram has been so exasperatingly slow. 
I believe that criticism of him is un- 
founded. The fault lies in the nature 
of government itself. 


RELYING ON A BROKEN REED 


We must recognize that if we are to 
rely exclusively upon governmental 
housing as distinct from governmentally 
aided housing, we are relying on a 
broken reed. Secretary Ickes recently 


reported that all the federal housing 
projects under way, approved or to be 
approved, will provide housing for only 


35,106 families, while in the last six 
months of 1929, in cities of over 100,- 
000 population, private builders pro- 
vided new accommodations for 142,066. 
Figures for construction in places below 
100,000 are not available. Undoubtedly 
if the money expended in these federal 
housing projects had gone to stimulate 
private building, by a system of bonuses 
or otherwise, private capital would have 
combined with public funds to give em- 
ployment to an increased number of 
workers and we would have much more 
new housing than we will, if the gov- 
ernment must advance the entire sum. 
It would seem to be a matter of de- 
tail whether the federal stimulus to 
home building should take the form of 
easy credit, even to the point of nega- 
tive interest if necessary, or whether it 
should take the form of cash bonuses, 
d on certain amounts per room or 
certain amount per square foot of floor 
Space, varying with the type of con- 
struction. Undoubtedly granting loans 
at artificially low rates is a favor, the 
Present value of which can be expressed 
in terms of a cash subsidy. However, 
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in view of the popular objections to cash 
subsidies it may be politically expedient 
to use the low interest device. It should 
be observed, however, that the cash sub- 
sidy involves a minimum of red tape 
and the transaction is completed when 
the subsidy is paid. No collections are 
involved nor is there the possibility of 
foreclosure to protect the loan. Such 


It is certainly desirable that pub- 
lic funds and/or credit should go 
to those who need the least induce- 
ment, and there is no way of deter- 
mining who these individuals are 
except by competitive bidding. 


a policy could be carried out with a 
minimum of government employes. 


HOW GOVERNMENT CAN HELP 


Whether subsidies or low ‘interest 
rates are to be utilized, it may be well 
to extend only such favors as are nec- 
essary to induce the amount of building 
that is thought desirable. This involves 
at the outset a determination of the 
amount of residential construction which 
is desired for any particular period of 
time. After this decision is made the 
government should extend terms only 
favorable enough to bring that amount 
of construction into existence. The gov- . 
ernment should extend its aid to those 
who would need the least assistance, in 
order to influence them to build. That 
could be accomplished by means of an 
announcement that the government was 
determined to achieve a given quantity 
of construction in a given time, invit- 
ing offers with respect to the amount of 
aid that would be required for each unit 
proposed. If, for example, the housing 
could be secured by loans at one per 
cent., there would be no need to burden 
the treasury with loans at a smaller 
rate; or if the housing could be secured 
by a cash bonus of two hundred dollars 
per standard room, there would be no 
need to offer more. It is certainly de- 
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sirable that public funds and/or credit 
should go to those who need the least 
inducement, and there is no way of de- 
termining who these individuals are ex- 
cept by competitive bidding. 

Such aplan should be applied not 
only to residential construction but to 
any type of work which is socially use- 
ful, and for which individuals would 
be willing to match government funds 
with their private capital. Willingness 
to use private funds is not the only test 
of the social utility of a proposed pro- 
ject, but it is a very valuable test. Busi- 
ness leaders properly object to much of 
the work relief program just because it 
is largely a make-work program. The 
general public, as well as the workers 
themselves, are tired of the so-called 
“manicuring” type of work on which 
so much money and labor have been 
wasted. 


HOW THE PLAN WORKS 


The public aid plan, as opposed to 
public works, would not involve the 
government as either contractor or em- 
ployer. Labor would be employed in 
the usual way and would be directed 
in the efficient fashion for which this 
country has long been distinguished. It 
would involve a minimum of govern- 
mental red-tape and the construction in- 
dustry could be speeded up to almost 
any rate. Private contractors, private 
architects and private owners would be 
ready to go whenever the government 
said the word. There is no reason why 
construction should not be under way 
within thirty days after the government 
announced the successful “bidders,” that 
is, those who would build with the 
smallest amount of government aid. Un- 
der such a competitive system, the pub- 
lic would be assured that only such 
public funds would be expended as 
would be necessary to accomplish the 
construction determined upon, and that 
such employment as resulted would be 
private employment at tasks that were 
socially useful. 

The foregoing is a rough outline of 
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a plan that would relieve unemploy- 
ment and relieve it rapidly. It is a 
work relief measure but one which does 
not put the government into competi- 
tion with private capital. On the con- 
trary it aids private capital, but only 
enough to accomplish the results deter- 
mined upon. It is a work relief meas- 
ure which business should favor rather 
than oppose. The serious consideration 
of such a plan should end all talk of 
subjecting our unemployed to a per- 
manent existence on the dole. 


-—©- 
BANKING AS A PROFESSION 


BANKING as a profession requires an 
alert interest on the part of each one 
of us in the problems of the past and 
the changes necessary for its improve- 
ment in the future. 

Since the moratorium, many sweep- 
ing proposals for revising our banking 
system have been made. Some of them 
have been enacted into laws which 
seem destined to stultify the initiative 
of all who have chosen banking as a 
profession. Some of these reform meas 
ures were hastily put on the statute 
books, during a time when the people 
of this country were in a highly criti- 
cal frame of mind and something had 
to be done to restore the confidence 
which was so sorely lacking; they were 
not sufficiently analyzed to determine 
the extent to which they might affect 
adversely the fundamentals of our in 
tricate financial mechanism. Some of 
these laws were the result of the gradual 
transaction which is always taking place 
in any alert and progressive field as 
altered conditions demand new prac 
tices. Every one of them, however, is 
of sufficient importance to serve as 4 
challenge to us to keep abreast of the 
times. It is our job to see that by a 
thorough understanding of the past and 
the present, we are prepared to cope ifr 
telligently with developments which the 
future may bring—Henry Verdelin, 
vice-president, A. I. B. 
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Do You Analyze Your Bank’s Letters? 


A Study of the Letters That Go Out from Your Bank 
Will Reveal Many Weaknesses 


By A.icze A. KRETSCHMAR 


large financial institution con- 

cerning a change of address for 
a small corporation with which he oc- 
cupied his spare time and used the 
proper official letterhead. (His princi- 
pal interest, comprised in another ac- 
count, was not mentioned.) 

The correction was made. Within a 
few weeks a complaint was received that 
mail was coming through as before. A 
clerk referred to the files, noted the cor- 
rection—and let it go at that! Another 
protest was received. Presumably, the 
clerk again consulted the files, shrugged 
her shoulders, and said: “It’s all right; 
what's he fussing about?” Then came 
the climax: “Some weeks ago I wrote 
asking you to change my address from 

— to —. Mail is still being 
delivered at the old address. Unless my 
instructions can be followed, both ac- 
counts come off your books at once.” 


peer eld client wrote to a 


ECONOMY OF LETTER PUT TO TEST 


Two accounts! That started an in- 
quiry which, upon important findings, 
came to the president’s desk. He was 
gravely concerned and chagrined. The 
Adjustment Man was to call at once. 
It was suggested that the effective econ- 
omy of a letter be put to the acid test. 
Permission was given reluctantly. But 
the letter did not miss a point. 

We quote it here and can check its 
progress by number as we peruse its 
psychological values. 


Dear Mr. Jones: 

We should have felt just about 
as you did in writing your letter 
of May 9, if mailing instructions 
had been wholly (1) ignored. 


Your first letter was explicit in 
its directions. (2) We find these 
properly filed with correspondence 
pertaining to your corporation ac- 
count, (3) and on record in our 
mailing department—(4) and un- 
doubtedly your company mail has 
reached you as desired. (5) 

It is unfortunate that it did not 
occur to some one to connect this 
change of address with your per- 
sonal account and make special in- 
quiry of you concerning it; but as 
you had written on your corpora- 
tion letterhead, instructions were 
merely followed to the letter. (6) 
We can offer no explanation as to 
why you did not receive an ac- 
knowledgment; we can only regret 
that this escaped attention. (7) 

Our addressograph records and 
other plates are now adjusted so 
that all mail for you will be sent 
to 777 Penn Street. (8) 

Please believe that we appreciate 
your accounts and are no less de- 
termined than you that you should 
have prompt and thorough service. 
(9) 


Sincerely, 


(1) Apart from our sympathetic ap- 

proach, the words “if” and 
“wholly” are the basis of our ad- 
justment, although these are rightly 
so subjective in position that they 
will at first reading have little sig- 
nificance. But, subconsciously, they 
have been absorbed. 
That flat statement wins a second 
nod of approval. Certainly he 
knows how to write a letter and is 
with us in our recognition of the 
fact. 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


(3) His mind is opening up a bit—we 
can almost see his eyebrows lift. 
(4) This is strange. What happened? 
(5) And this must be admitted. 
(6) Here we have the implication that 
although the institution may change 
an address only by specific direc- 
tion and could not with the instruc- 
tion pertaining to the one address 
arbitrarily assume the responsibility 
of changing both—still, some one 
should have been keen enough to 
have followed through. 
The only explanation in hand is 
best withheld. 
This positive statement leaves no 
opportunity for a further misun- 
derstanding and is our protection 
unless exception to it is taken. 
We have no guarantee that tomor- 
row, next week—two years from 
now, something will not go wrong 
again. But this last sentence should 
make an impression which will 
register toward getting in touch 
with the man who fixed up the last 
complaint. 


The average senior bank officer may 
well ask himself whether his organiza- 
tion analyzes letters to that degree. Yet 
after a little practice, just such effective 
thinking supplants loose thinking with 
no loss of time and with better results 
assured. 

Few men who dictate letters are 
acutely sensitive to reactions that the 
reader gets from between the lines. Com- 
paratively few are sensitive even to text 
which is in itself negative, unduly ag- 
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New York City 


gressive, or lacking in personality which 
rings true. 

The grammarian and the academic 
psychologist may make huge blunders in 
dealings with human nature; while the 
man of meager scholarship may win 
business and friends if sound judgment 
and fair treatment mingle with a fair 
degree of expression. So it goes. But, 
given this start, other opportunities may 
come to the man untutored, and he 
must travel swiftly in his quest for 
erudition. 

Business executives of high position, 
however they may have arrived, and 
all who represent them, must recognize 
that the public is extra critical of men 
and organizations claiming success and 
prestige. The letter is sometimes as far’ 
reaching as the product and should not 
suffer by comparison of the intellect 
back of both. 


A SUPERVISOR OF CORRESPONDENCE 


Granting the application of this rea’ 
soning to general business, how much 
more vitally it pertains today to banks. 
With the avalanche of unthinking 
criticism from a public bewailing a few 
real—and many  fancied—grievances 
made vocally acute by the cranking up 
of political opportunism, the banker is 
before the footlights. 

This suggests that in every organiza’ 
tion of consequence some one should 
function as supervisor of correspond 
ence. This job should be viewed as 4 
part of the personnel work and as one 
of the strongest levers to be found for 
business promotion. 
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Social Security Plan in Operation 


By HERMAN GLASSER 


N January 2, 1936, the Social 
C) Security Plan enacted by Con- 

gress went into effect with the 
accrual of payroll taxes under the Fed- 
eral Act and in those states where un- 
employment insurance legislation had 
already been adopted by the accrual of 
payroll taxes under the state act. There 
are four with a possible fifth in states 
where a tax on wages to be paid by the 
worker is included in the state act. 

It is not surprising, therefore, that 
there is considerable interest on the 
part of business men as to the extent of 
the burden these taxes will put upon 
him and the effect of these taxes on his 
industry in particular and upon eco- 
nomic conditions generally. 

Most employers have undertaken to 
familiarize themselves with the provi- 
sions of the various tax plans. That they 
are not making satisfactory progress is 
quite evident from the comments heard 
when this subject is discussed. 

The reason is not hard to find. Of 
the payroll taxes enacted, no two are 
identical and certain of them differ ma- 
terially. Rates, workers covered and 
amount of wages taxable under the dif- 
ferent tax plans vary greatly, and to 
make matters worse there is no accurate 
designation provided, of the various 
taxes except only by section numbers 
which mean nothing to the layman and 
serve only to confuse him. 

After the publication of the first of 
the series of articles on Social Security 
contributed to THE BANKERS Maca- 
ZINE, I was asked to prepare a chart 
setting forth the more important pro- 
visions of the various tax plans in a 
form which would be helpful to the lay- 
man in familiarizing himself with as 
much of the law as applied to him and 
to distinguish the differences between 
the different taxes. The accompanying 
chart complies with that request. 

The chart gives the provisions of the 


four taxes to which New York employ- 
ers will be subject with a brief summary 
of unemployment insurance benefits un- 
der the New York act and old age bene- 
fits under the Federal Act. 

It should be noted that the unemploy- 
ment insurance tax and benefits de- 
scribed in the chart are from the New 
York Act and will be of little interest 
to the employer outside of that state. 
It may be possible in future issues of 
this magazine to provide similar sum- 
maries under other state acts. 

In describing the three tax plans of 
the Federal Act I have adopted a desig- 
nation generally recognized and used by 
writers on the subject. While there is 
no authority for the designation of the 
two taxes under Sections 801 to 811 
inclusive of the Federal Act as “Old 
Age Benefit Taxes,” the intent of Con- 
gress that taxes collected under these sec- 
tions should cover the cost to the gov- 
ernment of old age benefit payments is 
evident although monies collected are not 
to be set aside for that specific purpose. 

at is likewise true that the tax de- 
scribed in the chart as “Federal Unem- 
ployment Insurance Tax” is not so desig- 
nated in the law which imposes it. A 
correct designation would be “Tax im- 
posed by Sections 900 to 910 inclusive 
of the Federal Social Security Act.” 
Since such a designation would create 
confusion and since the intent in enact- 
ing this tax was to force the states to 
adopt unemployment insurance laws 
and the taxes levied under such laws 
can be offset against the Federal tax, it 
has been generally designated as “Fed- 
eral Unemployment Insurance Tax.” 

The chart was prepared for distribu- 
tion by banks to depositors and by ac- 
countants to clients for the purpose of 
familiarizing those mostly concerned 
with the provisions of this legislation. 

The chart is published by Payroll Tax 
Forms, Inc., of 29 Broadway, New York. 
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PAYROLL TAXES—UNEMPLOYMENT AND OLD AGE BENEFITS AT A GLANCE 


. Who pays the tax? 


. When tax goes into effect? 


NEW YORK STATE UNEMPLOYMENT 
INSURANCE TAX 


The Employer. 
1936. 





January Ist, 











. Who must pay tax? 


Employers of 4 or more workers. (This may 
be changed to 8 or more workers.) 





. Rate of tax? 


. Credit against tax? 





None. 








. When payable? 


At stated intervals during year as fixed by 
Industrial Commissioner. 








. What portion of wages taxable? 


All. 








. The compensation of what workers are 
exempt from tax? 


Non-manual Workers receiving more than 
$50 per week or more than $2500 per 
year. 

Farm Workers. 

Husband or Wife of Employer. 

Minor Child of Employer. 

Employes of Federal, State or Local Govern- 
ment. 

Employes of Charitable Organizations. 

Employes performing all their work outside 
the State of New York. 

Non-resident Employes performing the 
greater portion of their work outside the 
State of New York. 





UNEMPLOYMENT BENEFITS UNDER 
THE NEW YORK STATE LAW 


Date BeEneFits Becin—Benefits will be 
payable for unemployment occurring after 
January Ist, 1938. 

Workers ENTITLED TO BENEFITS—AIll 
workers will be entitled to unemployment 
benefits; except— 

Non-manual workers who received wages 
at a rate in excess of $50 per week or 
$2500 per year; 

Farm Workers; 

Husband or Wife of Employer; 

Minor Child of Employer; 

Employes of Federal, State or Local Gov- 
ernments; 

Employes of Charitable Organizations; 

Employes performing all their work out- 
side of the State; 

Non-resident Employes performing the 
greater portion of their work outside 
the State. 


REQUIRED QUALIFICATIONS FOR RECEIPT 
oF Benerits—Applicant must be totally 
unemployed, and have registered as such and 
report for work to unemployment office. 

Has been employed for 90 days during 
the year preceding the date when benefits 
are to commence or has had not less than 
130 days of employment during the two years 
preceding the date when benefits are to com 
mence, and such employment was taxable. _ 

Wartinc Periop—Three weeks of total 
unemployment after registration and if 
worker becomes unemployed two or more 
times in any one calendar year the total 
waiting period required in such year shall 
be 5 weeks, 

Waiting period of ten weeks is required if 
the unemployment is the result of miscon- 
duct, strike, lockout, or industrial contro’ 
versy. 

AmouNT oF BeneFits—One-half of full 
time weekly wage but not more than $15 a 
week and not less than $5 a week. 
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PAYROLL TAXES—UNEMPLOYMENT AND OLD AGE BENEFITS AT A GLANCE 





FEDERAL UNEMPLOYMENT INSUR- 
ANCE TAX 


FEDERAL OLD AGE BENEFIT 
TAXES 





The Employer. 





January Ist, 1936. 


Employers of 8 or more workers. 


The Worker. 
January Ist, 1937. January Ist, 1937. 


All Employers. All workers 
those exempt 


below). 


The Employer. 


except 
(see 





Taxes paid under New York State Unem- 
ployment Insurance Law but not in ex: 
cess of 90% of this tax. 





Not later than January 31st following year 
for which taxes are payable. 





All. 


Agricultural Workers. 

Servants in the home. 

Officers and members of the crew of a vessel. 

Parent, Husband or Wife or Minor Child of 
Employer. 

Employes of Federal, State or Local Govern- 
ment. ‘ 

Employes of Charitable Organizations. 








One week of benefit shall be payable for 
each 15 days of employment during the year 
preceding the date when payment of bene- 
fits begin but in no event more than 16 weeks 
of benefits. 

Benefits payable to an unemployed indi- 
vidual cannot be reached by creditors. 

Benefits shall be payable only out of the 
taxes collected by the State from employers 
and if the fund is exhausted no further bene- 
fits can be paid. 


OLD AGE BENEFITS UNDER THE 
FEDERAL ee SECURITY 
AW 


Date BeNEFITs BeGIn—January Ist, 1942. 

REQuiREMENTS—Applicant for benefits 
must be over 65 years of age and must have 
retired from regular employment. 

Amount oF BeEneFrits—To calculate 
benefits, add together all wages received after 








Each pays at the following rates: 
1937-1938-1939 
1940-1941-1942 
1943-1944-1945 
1946-1947-1948 
1949 and thereafter 





None. None. 





At time worker re- 
ceives his wages by 
having tax deducted 
therefrom. 


At such times as fixed 
by Commissioner of 
Internal Revenue. 








Up to $3000 in calendar year. 


Agricultural Workers. 

Servants in the home. 

Casual Workers not in the course of em: 
ployer’s trade or business. 

Workers over 65 years of age. 

Officers and members of the crew of a vessel. 

Employes of Federal, State or Local Govern- 
ment, 

Employes of Charitable Organizations. 


Copyright, 1935, Payroll Tax Forms, Inc. 





January 1st, 1937, upon which worker has 
paid a wage tax. To this total apply the 
following percentages: 
On the first $3000 1/2 of 1% 
On the next $42,000....1/12 of 1% 
On the balance 1/24 of 1% 
The amount thus determined will be pay- 
able monthly to individual for the balance 
of his life. 
The benefits cannot exceed $85 per month. 


Lump Sum SETTLEMENT—If worker has 
earned less than $2000 after January Ist, 
1937, on which the wage tax was paid by 
him, or dies before reaching the age of 65 
years, the government will pay to his family 
or estate 34% of wages on which tax was 


aid. 

If the total of monthly benefit payments 
made to an individual before his death is 
less than 34% of wages on which tax was 
paid, the government will pay to his family 
or estate the difference in a lump sum. 





Banking During 1935 


The Record of New York, Chicago, Philadelphia and Boston Banks 
During the Past Year 


By F. L. 


Statistician, Hoit, 


feel the pressure of huge “excess” 

reserves and low money rates. Ex- 
cess reserves of member banks of the 
Federal Reserve System increased by 
$1.5 billion to about $3.3 billion; the 
Treasury bill rate, most sensitive of the 
short-term money rates, closed the year 
at about 1/10th of 1 per cent. Deposits 
rose substantially to record levels, and 
although earning assets were increased, 
chiefly Government securities, this ex- 
pansion was well below the huge in- 
crease in available funds. 

With the Government in active con- 
trol of the money market, and continuing 
its spending against balances derived 
from sale of its securities to the banks, 
it is difficult to see how any spokesman 
for the Government can be serious in 
urging expansion in “commercial” loans. 
The fact of the matter is that the 
Government has rapidly built up cash 
balances of business, which thereby has 
little need for bank accommodation. 
Thus the banks have been forced more 
and more into securities as their chief 
earning asset. The sooner the Govern- 
ment ceases its large-scale spending op- 
erations, the quicker will the banks be 
able to return to the banking business 
proper. 

As if the difficulty of expanding loans 
were not enough, the “easy money” 
policy of the Government is aimed to 
facilitate refunding of its obligations 
into lower rate securities. In addition, 
numerous corporations have also taken 
advantage of low money rates to refund 
their securities at lower rates. Thus, re- 
turn from investments is also declining 
for banks. 

This situation exerts greatest pressure 
on those conservative banks in the 
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Be during 1935 continued to 


GARCIA 
Rose & Troster 


money centers which have followed a 
policy of keeping funds mainly in short- 
term commitments, in accordance with 
the demand liabilities that constitute the 
bulk of deposits. Out-of-town bank de- 
posits of these money center institutions, 
particularly, might be subject to quick 
withdrawal. 

The greatly reduced interest cost of 
deposits is, happily, an important off- 
setting factor. No interest is paid on 
the bulk of deposits, the law prohibiting 
interest payment on demand deposits 
and also restricting interest paid on time 
deposits. Most banks in the money cen- 
ters also have well diversified sources of 
earnings, such as trust department, 
foreign department and bond depart- 
ment earnings, which have been main: 
tained much better than income from 
loans and investments. Continued econ- 
omy of operation has also helped to off 
set the effect of lowered operating earn- 
ings, but higher taxes and deposit insur- 
ance assessments are adverse expense 
factors. 

Profits on sale of securities and recow 
eries present a much different picture 
than operating earnings. The rise in 
bond prices to premium levels has en- 
abled many banks to realize large profits 
on securities actually sold and substan- 
tial appreciation on retained holdings. 
The general rise in security markets, as 
well as improvement in business (chiefly 
in consumers’ goods lines), have likewise 
created good recoveries from items pre’ 
viously charged off or against which re 
serves had been established. 


NEW YORK CITY BANKS 


Gold imports to this country totaled 
about $1.7 billion during 1935. As the 
bulk of this importation was handled 
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through New York City banks, a huge 
increase in “excess” reserves of New 
York City banks would be indicated. 
However, New York City banks are the 
largest buyers of Government securities, 
and have been paying for their sub- 
scriptions chiefly by drawing on their 
balances at the Federal. Thus, the Treas- 
ury, by its spending operations in the 
interior, has created a distribution of ex- 
cess reserves. New York City member 
banks had estimated excess reserves of 
$535 million on January 2, 1935, $700 
million on July 3, 1935, and $1.3 bil- 
lion at the close of 1935. Gold imports 
were particularly heavy in the last quar- 
ter, when monetary gold stock rose $914 
million. 

The funds spent by the Treasury in 
the interior have partly returned to New 
York City banks in the form of bank 
deposits and private demand balances. 
In understanding why New York City 
banks follow conservative lending and 
investing policies, it is important to note 
the composition of deposit liabilities. 
About 94 per cent. of net deposits of 
New York City member banks are de- 
mand deposits, of which bank deposits 
total 28 per cent. (domestic banks, 23 
per cent.; foreign banks, 5 per cent.). 

Net demand deposits of New York 
City banks increased $1,259,000,000 in 
1935, or 17 per cent. This increase oc- 
curred entirely in private demand de- 
posits, which rose $1,095,000,000, or 23 
per cent., and in bank deposits, which 
increased $701,000,000, or 38 per cent. 


Of the latter, domestic bank deposits . 


rose $409,000,000, or 23 per cent., and 
foreign bank deposits, reflecting the 
movement of foreign funds to the 
United States, increased $292,000,000, 
or about two and a half times. 

Both Government deposits and _pri- 
vate time deposits declined for the year. 
Government deposits in war-loan ac- 
count decreased $537,000,000, or 73 per 
cent.; while time deposits showed a net 
decline of $32,000,000, or 5 per cent. 

As a result, net combined deposits of 
New York City member banks increased 
$1,227,000,000 for 1935, or 15Y%4 per 
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cent., to reach record high levels in in- 
dividual instances. 

Examination of Table I (following 
this article) will show that in invest- 
ing their funds New York City mem- 
er banks have had some success in 
expanding security loans. On an aggre- 
gate basis, earning assets increased $571 
million for the year, which, however, 
was less than half of the increase in de- 
posits. Security loans rose $332 mil- 
lion, of which $136 million occurred in 
the fourth quarter. Government secu- 
rities increased $250 million for the year, 
although there was a net decline of $8 
million in the fourth quarter. “Other” 
securities showed a net increase of $64 
million, despite reduction of $35 million 
during the last quarter. These increases 
offset decline of $75 million in “other” 
loans. 

Individual New York City banks 
scored gains in deposits ranging from 
3.1 per cent. to 22.5 per cent. for 1935, 
as the following tabulation shows: 


(Ranked according to size of deposits) 


Chase National 

National City 

Guaranty Trust 

Bankers Trust 

Central Hanover Bank & Trust .... 
Irving Trust 

Manufacturers Trust 

Chemical Bank & Trust 

Bank of the Manhattan Co. ........ 
First National Bank 

New York Trust 

Corn Exchange Bank Trust 

Bank of New York & Trust 

Public National Bank & Trust 
Brooklyn Trust 

Commercial National Bank & Trust .. 
United States Trust 


These New York City institutions 
showed investment of their gross de- 
posits at the close of 1935, compared 
with December 31, 1934, as shown in 
Table II. 

Holdings of Government securities of 
most of the above New York City banks 
are largely of short-term maturity. How- 
ever, the Manufacturers Trust Com- 
pany, Chemical Bank & Trust Com- 
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pany, First National Bank, and Corn 
Exchange Bank Trust Company all have 
important proportions of their Govern- 
ment security holdings in the higher 
yielding long-term issues. Substantially 
all of Manufacturers Trust Company’s 
Government security holdings are of 
varying maturities over ten years. This 
fact is the principal reason for the 29 
per cent. increase in operating earnings 
achieved by this institution during 1935. 

The majority of the New York City 
institutions listed in Table II showed a 
decline in their loans ratio. Those in- 
stitutions whose loans ratio increased 
were: Central Hanover Bank & Trust 
Company, Bank of the Manhattan Com- 
pany, First National Bank, New York 
Trust Company, Bank of New York @ 
Trust Company, and Public National 
Bank & Trust Company. 

Over the immediate future the out- 
look suggests further expansion in se- 
curity loans. New and refunding cor- 
porate financing is rapidly increasing 
and Government financing will un’ 
doubtedly continue to be large. In ad- 
dition, any further rise in stock market 
levels, which up to recently apparently 
was mainly based on cash buying, will 
probably bring into use a larger amount 
of bank credit. It is also of interest to 
note the expansion in “small” loans of 
those New York City banks serving 
neighborhood business areas through 
branch offices. Such “down-town” in- 
stitutions as the Manufacturers Trust 
Company and Public National Bank & 
Trust Company have reported a pleas- 
ing expansion in this type of loans. 

Only four banks of the above group of 
New York City institutions showed a 
loans ratio larger than combined Gov- 
ernment securities and “other” securities 
ratios. These institutions are: Guaranty 
Trust Company, Bank of the Manhattan 
Company, Commercial National Bank 
& Trust Company, and United States 
Trust Company. This indicates the 
virtual transformation of our leading 
banks into “investment trusts,” in the 
sense that their largest earning assets are 
securities. 


CHICAGO BANKS 


Member banks in the central reserve 
city of Chicago showed an increase of 
$382 million, or 20.5 per cent. in net 
deposits for 1935. This increase was 
distributed throughout the main types 
of deposits as follows: Private demand 
deposits, up $250 million (21 per cent.); 
U. S. Government deposits, up $52 mil- 
lion (113 per cent.); net domestic bank 
deposits, up $40 million (16 per cent.); 
foreign bank deposits, up $2 million 
(100 per cent.); and time deposits, up 
$38 million (10 per cent.). Thus, it 
will be noted that 90 per cent. of the 
year’s increase in deposits occurred in 
demand balances. Another interesting 
feature is the large percentage increase 
in Government deposits, as compared 
with declines for New York City mem- 
ber banks and member banks in the 
Philadelphia and Boston districts. 

At the close of 1935, 81 per cent. 
of net deposits of Chicago member banks 
were demand balances, consisting chiefly 
of private demand deposits (64 per 
cent.) and domestic bank deposits (13 
per cent.). 

In investing their funds, Chicago 
member banks heavily favored Govern 
ment securities, which increased $330 
million for the year. “Other” securities 
also increased about $20 million. Both 
types of loans, however, declined; se 
curity loans declined $45 million and 
“other” loans $9 million. Net expan 
sion in earning assets was therefore $296 
million, compared with the rise in de 
posits of $382 million. “Excess” reserves 
rose during the year from about $209 
million January 2, 1935, to $264 million 
as of December 31, 1935. 

Earning assets of Chicago member 
banks, in proportion to net deposits, 
compared as follows: 


Sec. “Other” Gov. “Other” 

Loans Loans Sec. Sec. 

Per Per Per Per 

Cent. Cent. Cent. Cent. 

Dec. 31, 1935.. 7.9 ¥3.1 51.6 10.8 
Jan. 2, 1935...11.9 16.3 44.4 11.9 


The five leading Chicago banks in 
dicate a total increase of $396,619,000 
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in gross deposits for 1935, or an average 
increase of 22% per cent. On a per- 
centage basis, the American National 
Bank & Trust Company showed the 
largest increase, 36.1 per cent.; but the 
largest aggregate increase, $196,831,000, 
was indicated by the Continental Illinois 
National Bank & Trust Company, which 
also ranked second in size of percentage 
increase. Table III summarizes the 
fluctuation in gross deposits for 1935 
of the five Chicago institutions. 

Reflecting their large expansion in se- 
curity holdings, all of the Chicago banks 
listed showed securities as their largest 
earning asset. All of the banks in- 
cluded showed a decline in their loans 
ratio for 1935. 

Earning assets of the five individual 
Chicago institutions as of December 31, 
1935, compared with gross deposits as 
shown in Table IV. 


PHILADELPHIA BANKS 


Member banks in ‘the Philadelphia 
district showed an increase of $73 mil- 


lion or 6.6 per cent. in net deposits for 


1935. This increase was entirely trace- 
able to the increase in private demand 
deposits and bank balances. Net de- 
mand deposits rose $128 million, or 16 
per cent., accounted for by increases of 
$110 million or 17 per cent. in private 
demand deposits and $50 million, or 63 
per cent., in bank deposits, which offset 
decline of $32 million (42 per cent.) in 
Government deposits. 

Time deposits declined $55 million, 
or 18 per cent., for the year. They now 
total 21 per cent. of net deposits of 
Philadelphia district member banks, com- 
pared with 27 per cent. a year ago. Net 
demand deposits total 79 per cent. of 
combined deposits, consisting principally 
of 64 per cent. in private demand bal- 
ances and 11 per cent. in bank deposits. 

Like the Chicago banks, Philadelphia 
district banks expanded holdings of se- 
curities and reduced loans during 1935. 
Security loans declined $32 million, and 

other” loans, $6 million; which, how- 
ever, were offset by increases of $67 
million in Government securities and 
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$22 million in “other” securities. Thus, 
total earning assets showed a net in- 
crease of $51 million for the year. In- 
dicated “‘excess” reserves rose from $57 
million January 2, 1935, to $93 million 
December 31, 1935. 

In proportion to net deposits, earning 
assets of Philadelphia district banks 
compared as follows with a year ago: 


“Other” 
Loans 
Per 
Cent. 
ai 
24.0 


“Other” 
Sec. 
Per 

Cent. 
24.4 
24.0 


Gov. 
Sec. 
Per 
Cent. 
33.4 
29.5 


Sec. 
Loans 
Per 
Cent. 
14.8 
18.6 


Dec. 31, 1935.. 
Jan. 2. Tests 


Eleven of the leading banks in the 
city of Philadelphia indicated a total in- 
crease of $133,329,000 in gross deposits 
for 1935, or an average increase for the 
year of 9.9 per cent. This is shown in 
Table V. Increases ranged from 0.8 
per cent. to 18.1 per cent., the best per- 
centage increases being shown by the 
Philadelphia National Bank, Corn Ex- 
change National Bank & Trust Company 
and the Real Estate Land Title & Trust 
Company. On an aggregate basis, Phila- 
delphia National Bank also showed the 
largest increase, followed by the Penn- 
sylvania Company, etc., and the Corn 
Exchange National Bank & Trust Com- 
pany. 

Table VI indicates the earning assets 
of Philadelphia banks, in proportion to 
their gross deposits, as of December 31, 
1935, compared with December 31, 
1934. With the exception of the First 
National Bank and the Central-Penn 
National Bank, whose loans ratio in- 
creased for the year, all of the banks 
listed showed rise in ratios of security 
holdings and decline in loans ratios. 
Central-Penn National Bank also, along 
with the Corn Exchange National Bank 
& Trust Company, and the Integrity 
Trust Company, shows loans as the 
largest earning asset. 


BOSTON BANKS 


Net deposits of member banks in the 
Boston district showed an increase of 
$13 million, or about 1 per cent. for the 
year 1935. This small increase was 
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derived from increases of $86 million 
(10 per cent.) in private demand de- 
posits and 25 million (31 per cent.) in 
bank deposits. Government deposits, 
however, declined $82 million or 85 per 
cent. for the year, while time deposits 
declined $16 million, or 5 per cent. 
Demand balances total about 77 per 
cent. of combined net demand and time 
deposits of Boston district member banks. 
Of this, private demand deposits total 
68 per cent. and domestic bank deposits 
7 per cent. Time balances total 23 per 
cent. of combined deposits, a ratio higher 
than for New York City, Chicago or 
Philadelphia district member banks. 
Earning assets of Boston district mem- 
ber banks, in percentages of net de- 
posits, compared as follows for the year: 


Sec. “Other” Gov. “Other” 
Loans Loans Sec. Sec. 


Per Per Per Per 
Cent. Cent. Cent. Cent. 


Dec. 3%, 1989. 513.9 | 30.3-- 294 1S 
jen. 2, ANS 867 29.7.) JES ILE 


In the aggregate, earning assets of 
Boston district member banks showed a 
net decline of $10 million for 1935. 
Security loans declined $35 million, but 


“other” loans rose $11 million and Govy- 
ernment securities $14 million. Hold- 
ings of “other” securities remained prac- 
tically unchanged. Loans of member 
banks in the Boston district are their 
largest earning asset, as contrasted with 
securities the principal earning asset of 
New York City, Chicago, and Phila- 
delphia banks. “Excess” reserves of 
Boston district banks rose from $112 
million to $154 million during the year, 

Five individual banks in the city of 
Boston indicate a total increase of $84, 
315,000, or 10.2 per cent. in gross de- 
posits for 1935. 
Bank showed the largest percentage in- 
crease, while the First National Bank 
indicated the largest aggregate increase. 

Fluctuation in gross deposits of the 
five banks is indicated by Table VII. 

Adequate analysis of the loans posi- 
tion of Boston banks is not possible be- 
cause of their practice of including por- 
tions of investments among their loans 
and discounts in reporting their condi- 
tion. Table VIII compares the propor: 
tion of earning assets to gross deposits 
of the individual Boston banks for the 
year 1935. 


TABLE I 


New Yorx City MemsBer BANKS 


Earning Assets in Proportion to Deposits 


Security m: 
Loans Loans Securities 


Per Cent. 


Dec. 31, 1935 
July 3, 1935 


Jan. 2, 1935 
July 3, 1934 


Dec. 27, 
June 28, 


Dec. 28, 
June 29, 


Dec. 30, 
July 1, 1931 


Dec. 31, 1930 
July 2, 1930 


Dec. 31, 1929 


“Other” 
Securities 
Per Cent. Per Cent. Per Cent. 


16.5 39.8 11.3 
17.8 43.1 11.8 


“Other” 


Government 


12.2 
14.6 


19.6 
20.3 
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oo <a 


17.6 
16.6 


26.3 
24.9 
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16.1 
16.5 


27.1 
33.7 
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35.7 
32.5 
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33.6 


wre pO ON WHA 


— 


39.3 


— 
> 
—I 


Merchants National . 


wt me ee eee eee Oe oe OS oo 





eS —_ 


THE BANKERS MAGAZINE 


TABLE II 
New York City BANKs 


Earning Assets in Proportion to Deposits 
(Per Cent.) 
As of December 31 


(Ranked according to size of deposits) 


Government “Other” 
Cash Securities Securities 
1934 1935 1934 1935 1934 


Chase National a: Se 27.1 29.4 10.3 13.5 
National City A gee 3 30.9 30.9 
Guaranty Trust Oo Bae 31.3 38.4 
Bankers Trust 9 27.7 50.4 49.5 
Central Hanover 32.3 39.8 48.1 
Irving Trust 38.3 36.4 40.5 
Manufacturers Trust 22.3 40.7 41.4 
Chemical 35.5 34.9 22.6 
Manhattan 38.0 17.4 21.6 
First National 39.4* 40.9 42.4* 
New York Trust 33.0 41.6 33.9 
Corn Exchange 23.4 44.3 48.5 
Bank of New York 39.9 38.6 32.5 
Public National 20.4* 27.3 32.2* 
Brooklyn Trust 23.9 21.1 20.0 
Commercial National 27.3 35.2 33.2 
U. S. Trust 44.2 20.5 12.6 
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*Less currency circulation. 


TABLE III 
CuHicaco BANKS 


Gains in Gross Deposits for 1935 


(000 omitted) 
(Ranked according to size of deposits) 


Increase - 


Continental Illinois National Bank & Trust $196,831 
First National Bank 115,132 
Northern Trust 44,114 
Harris Trust & Savings 31,122 
American National Bank & Trust 9,420 


$396,619 


TABLE IV 
Cuicaco BANKS 


Earning Assets in Proportion to Deposits 
(Per Cent.) 


As of December 31 


Government “Other” 

Securities Securities 
1935 1934 1935 
Continental Illinois r 55.4 46.7 4.5 
First National ; 34.7 27.6 7.8 
: 53.9 460 209 
Harris Trust & Savings .... : 30.6 32.1 26.3 

erican Nat. Bank & Tr. ; 33.5 30.4* 


latte 


*Less currency circulation. 


Loans and 
Discounts 
1935 1934 


30.9 38.3 
33.1 34.6 
39.3 46.2 
23.2 26.8 
31.7 289 
32.5 343 
34.1 35.0 
38.6 46.9 
44.3 33.7 
19.6 13.9 
34.4 33.6 
16.7 24.0 
23.7 22.9 
593°: 2e.k 
34.2 47.2 
46.9 49.7 
50.6 66.6 


Loans and 
Discounts 
1935 1934 
18.6 28.3 
21.8 26.2 
8.4 11.3 
19.9. 30.7 
17.5 24.8 
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TABLE V 
PHILADELPHIA BANKS 


Gains in Gross Deposits for 1935 
(000 omitted) 


(Ranked according to size of deposits) 

Increase 
Philadelphia National $ 61,797 
I GR WR Es iain. b cin eK ae ete W siaioce wala Corin Cmiatoera 27,702 
Girard Trust 840 
Fidelity-Philadelphia Trust 1,932 
Corn Exchange National 
First National 
Central-Penn National 
Provident Trust 
Tradesmens National 
Integrity Trust 
Real Estate Land Title & Trust 


TABLE VI 
PHILADELPHIA BANKS 


Earning Assets in Proportion to Deposits 
(Per Cent.) 


As of December 31 
(Ranked according to size of deposits) 


Government “Other” Loans and 

Cash Securities Securities Discounts 

1935 1934 1935 1934 1935 1934 1935 1934 

Philadelphia National 42.9 39.8* 29.9: (26.3* 1G 187 19.6 25.5 
Pennsylvania Co., etc. .... 27.0 20.4 20.6 15.8 14.9 30.5 41.4 
Girard Trust 26.6 40.7 46.0 aves: Bas? 14.9 16.5 
Fidelity-Philadelphia Trust .. 27.1 29.1 26.1 ST. 30:2 26.1 33.2 
Corn Exchange National .... a. FO? 21.3 18.8* 15.5 16.3 42.1 47.9 
First National 9 46.6 29.9 16.2 16.8 19.6 28.3 27.3 
Central-Penn National 3 32.7 17.8 18.3 16.9 16.0 55.8 54.0 
Provident Trust 3 24.3 34.5 32.5 40.7 41.1 25.3 29.8 
Tradesmens National 3 34.3* 27.9 23.9* Fis. 194 41.3 449 
Integrity Trust 23.6 6.6 5.9 20.6 16.9 44.0 733.5 
R. E. Land T. & T. 14.1 21.8. 37.35 43.3 48.5 47.5 708 


*Less currency circulation. 


tExcludes loans on mortgages which were included with holdings of real estate. 
tIncludes municipal bonds. 


TABLE VII 
Boston BANKS 


Gains in Gross Deposits for 1935 
(000 omitted) 
(Ranked according to size of deposits) 
Increase Per Cent. 
First Naticnal $57,245 9.9 
Merchants National 13,449 18.3 
State Street Trust 4,808* 7.1 
Second National 7,699 11.4 
1,114 4.4 


$84,315 10.2 


*Includes savings deposits. 
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TABLE VIII 
Boston BANKS 


Earning Assets in Proportion to Deposits 
(Per Cent.) 


As of December 31 
(Ranked according to size of deposits) 


Cash 
1935 1934 
43.5 34.6 
44.7 34.2 
44.4 43.4 
25.3 29.6 
30.8 44.3 


First National 
Merchants National 
Second National 
{State Street Trust 
National Rockland 


*State and municipal securities only. 


1935 


“Other” 
Securities 
1935 1934 
3.2* 3.4* 
13.5 20.6 
10.5 13.67 10.87 
18.0 17.1 18.6 
22.7 8.3 5.37 


Loans and 
Discounts 
1935 1934 
43.47 45.37 
22.9 25.6 
41.0} 45.3+ 
40.2 43.3 
44.2 40.37 


Government 
Securities 
1934 


23.4 
28.5 


21.0 
26.5 
10.4 
25.2 
32.9 


+Portion of “other” securities included in loans and discounts. 


tRatios exclude savings deposits. 


TWILIGHT OF POSTAL SAVINGS 


THE present status of the postal sav- 
ings banks was reviewed in a recent 
atticle in Barron’s, by Gustav R. Stahl. 
Mr. Stahl drew the following conclu- 
sions: 

In the appraisal of the results of a 
quarter century of postal savings against 
the background of hopes and fears 
painted in the system’s pre-natal days, 
several points call for attention. 


The first is the emphasis that was laid 
upon keeping the money at home. To- 
day the funds are moved at the behest 
of Washington officials, and not even 
the dreaded “Wall Street” influence 
need be feared. 

The second is the emphasis that was 
laid upon the proposed system as an 
instrument for the inculcation of prin- 
ciples of thrift and economy. The com- 
paratively small annual increases in the 
years other than panic years show that 
this factor has not been a very impor- 
fant influence. An analysis of deposi- 
tors, on the basis of post-office data, 
made by Professor E. W. Kemmerer 
shows that for pre-war years the bulk 
of the depositors were foreign-born, 
that very few were negroes, and that 


deposits came largely from cities of the 
industrial regions, 


The third is the prediction that 
hoarded funds of vast amounts would 
be brought out of hiding and back into 
circulation. Either these hoards were 


insignificant in total amount or they 
failed to be drawn out of hiding be- 
cause the growth of the postal system, 


in the main, is ordinary national growth 
and no evidence is available of vast 
hoards coming to light. 

In conclusion, the present situation 
of the postal savings system balances is 
regarded as abnormal. Bankers say 
that given a revival of business activity 
and the opportunity to make money, 
they will be able to offer interest rates 
that, in connection with guaranteed de- 
posits, will obviate the necessity of any 
resort to the government bank. 

One of the ironies of fate is seen in 
the institution and successful operation 
of the deposit insurance corporation as 
an encirclement of the postal savings 
system, for the guaranty of bank de- 
posits was the demand of the prairie 
Democrats of the early nineties and the 
postal savings system was the substitute 
that won the day. Today, impartial 
observers see the postal savings system 
as overtaken and overshadowed by its 
old rival, and crowded into a twilight 
zone where it may expect to continue 
to exist, but where further growth is 
precluded. 





Guaranty Trust Against Reserves Cut 


HE Guaranty Trust Company of 
New York, in its monthly publica- 


tion The Guaranty Survey, takes 
a stand with those bankers who doubt 
the wisdom of immediate action by the 
Federal Reserve authorities to reduce 
excess bank reserves. 

While the Guaranty does not de- 
clare itself as strongly in opposition 
to the proposals made recently for 
reducing excess reserves, it asserts that 
“it would be unfortunate, to say the 
least, if any method of credit control 
were adopted that was interpreted by 
the public as designed to prevent or 


restrain business expansion in its earliest 
stages.” 


OPPOSES CHANGE IN REQUIREMENTS 


As between the two methods of re- 
ducing reserves, sales of government 


securities by the Reserve Banks and the 
increase of reserve requirements by the 
Board of Governors of the Federal Re- 
serve System, the Guaranty strongly 
opposes a change in reserve require- 
ments. On this point The Survey says: 

“So far as changing reserve require- 
ments is concerned, we believe that this 


device should be used only on the rarest’ 


occasions, when it is clear that there is 
great need of control. Frequent resort 
to this practice would make it impossible 
for bankers to know where they stood 
in formulating their credit policies. 
Under the system of regulation that 
prevails in this country, bankers are 
subject to fixed laws and rules govern- 
ing reserves, in contrast to the practices 
in some other countries, notably Eng- 
land, where the amount of reserves to 
be maintained is left to the discretion 
of the bankers. 

“It should be borne in mind also that 
the most important consideration in 
connection with bank reserves is not the 
amount of the cash reserves but the 
general liquidity of the banking system. 
The present discussion of the possibility, 
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of doubling the required cash reserves 
merely re-emphasizes the frozen char 
acter of some bank assets and, on the 
one hand, the necessity of placing the 
banking system on a basis where it will 
be prepared to meet the demands of 
business, and, on- the other, a with 
drawal of deposits, should it be faced 
with that contingency. 


EXERCISE FULL POWER IMMEDIATELY 


“As long as the present system of 
regulation continues to be used in this 
country, it is of the utmost importance 
that bankers know what their reserve 
requirements are. An abrupt rise in 
those requirements, even now, would 
probably embarrass some banks. 

“If, however, under present condi 
tions, the Board of Governors should 
decide that the possibilities of an ex 
treme credit expansion were so great 
as to call for preventive measures in 
advance, and if in that case the board 
should choose first to use its power to 
increase bank reserves, then we believe 
it would be far better for the board 
to exercise its full power at once and 
double reserve requirements, rather 
than to proceed by stages and thus keep 
member banks in a state of constant 
uncertainty that would certainly affect 
their lending policies. 


SAYS CONTROL IS NOT NEEDED NOW 


“It is clear that commercial or specu’ 
lative use of credit at present does not 
require extreme measures of contrdl 
On the contrary, business activity, prices 
and the amount of ordinary bank credit 
outstanding are at comparatively low 
levels. The country has been making 
strenuous efforts to overcome the de 
pression. In recent months, some su 
stantial progress in this direction has 
been made. 

“Now, for the first time, the prospec 
seems to present itself for some of 
existing bank eserves to be used 
private business.” 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


Banking in Transition 


commercial banking system has 

been evident for many years. Since 
the World War, business banks have 
gradually been assuming investment 
banking functions. While this trans- 
formation has long been a subject of dis- 
cussion, until recently it has been largely 
atopic of academic interest; only dur- 
ing the past few years, since bankers 
have experienced acute difficulty in in- 
vesting funds through accustomed chan- 
nels, has the matter been one of practical 
concern. The depressed state of bank 
earnings has focused attention on what 
may well mark a further step in the 
history of banking evolution. 

Official recognition of such a possi- 
bility has lately been more frequent. 
The New York State Bankers Associa- 
tion in a recent survey, “Banking De- 
velopments in New York State, 1923- 
34," made some very interesting ob- 
servations. 


T= changing character of our 


CHANGING CHARACTER OF BANK ASSETS 


According to the report, “One of the 
most notable developments in banking 
in recent years has been the changing 
character of bank assets. The propor- 
tion of bank assets consisting of invest- 
ments, real estate loans and collateral 
loans, which . . . we refer to as ‘capital 
assets’ has been increasing steadily, while 
the proportion consisting of unsecured 
loans has been growing smaller and 
smaller, 

This development has not been 
limited to New York State but has been 
evident in the whole American banking 
system. There has been a growing 
Scarcity of demand for short-term loans 
ased upon commercial transactions, rela- 
five to the volume of bank deposits, due 
largely to changes in methods of financ- 
ing by business organizations, and to 


changes in methods of conducting busi- 
ness . . . the concentration of both pro- 
duction and distribution in the hands of 
large corporations which are able to 
acquire adequate and even surplus work- 
ing capital through the sale of securities’ 
has been perhaps an even more impor- 
tant influence tending toward the same 
result. 


PRESSURE OF SURPLUS FUNDS 


“The consequence has been that banks 
have at no time in recent years been 
able to employ more than a small por- 
tion of their available funds in what 
might be termed ‘strictly commercial’ 
loans. Many of the factors responsible 
for the trend toward capital assets are 
still operative. Certainly the pressure 
of surplus funds seeking investment to- 
day is greater than ever before and 
there is little demand for commercial 
loans. . . . 

“Whatever the theory of commercial 
banking may be, we face an accom: 
plished fact, a practical condition where 
true self-liquidating commercial loans 
have dwindled to small proportions and 
capital assets have become the pre- 
dominant part of bank portfolios.” 

Robert V. Fleming, president of the 
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BANK AUDITS 
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Audits of Borrowers’ Accounts 
for Credit File Purposes 


E. S. WOOLLEY 
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PUBLIC ACCOUNTANT 
Member, American Institute of Accountants 


70 Wall Street, New York 


American Bankers Association, also dis- 
cussed these developments before the 
American Institute of Banking. Mr. 
Fleming gave the impression of recom- 
mending more liberal resort to other 
avenues of investment when he stated, 
“Great changes in the practice of cor- 
porate institutions with respect to finance 
operations indicate that at present we 
cannot depend upon strictly commercial 
loans as the main source of earnings in 


our commercial banking institutions.” 


TREND IS UNIVERSAL 


More detailed comment was made by 
J. H. Riddle, economist of the Bankers 
Trust Company of New York, in a 
recent address before the annual meet- 
ing of the American Statistical Asso- 
ciation. He pointed out that from 1920 
to 1935 “all other” loans of national 
banks declined from 60 per cent. of total 
loans and investments to roughly 20 per 
cent., while in the same period “capital 
assets” rose from 40 per cent. to 80 per 
cent. “ ‘All other’ loans,” he remarked, 
“are only now about 40 per cent. as 
large as they were in 1928 and about 
35 per cent. as large as in 1920. Invest- 
ments, on the other hand, have continued 
to rise and are now more than twice as 
high as in 1920. The ratio of invest- 
ments to total loans and investments 
has increased from 23 per cent. in 1920 
to nearly 60 per cent. in 1935. A large 
proportion of these are, of course, Gov- 
ernment securities.” That this trend was 
not confined to any particular type in- 


stitution or to any particular section of 
the country, was shown by the fact that 
both city and country banks experiences 
were along the same general pattern. 

Mr. Riddle also noted that “Even ‘all 
other’ loans cannot all-be assumed to be 
pure commercial or self-liquidating loans, 
It is impossible to analyze that figure to 
determine what proportion are capital 
loans and what proportion are com 
mercial loans in the old sense of the 
word. It is doubtful, however, whether 
there are more than $4,000,000,000 or 
$5,000,000,000 of the old type of self- 
liquidating commercial loans in our 
whole banking system. That figure 
clearly indicates that we do not have a 
commercial banking system today in the 
narrower sense of that term.”* He 
drew attention to the fact that, “By 
force of circumstances commercial banks 
have become involved in investment 
banking in a broad way without any 
adequate study or analysis of the prob 
lems involved or the implications of such 
a development.” 


BANKING NOT IMMUNE TO EVOLUTION 


The above statements seem to indi- 
cate a general reformation of the guid 
ing principles of commercial banking 
practice. Industrial progress results in 
economic change and such development 
influences and modifies the machinery 
of production, distribution and credit. 
Banking is not immune to the process 
of evolution, for it is merely an instr 
ment devised and designed to facilitate 
the carrying on of trade and industry. 
Also, methods of finance are incidental 
to the proper dispensation of credit; and 
while credit is the life-blood of indus 
try, and will continue to be, the form 
of the accommodation may vary. Busi 
ness has already forced certain modifica 
tions in banking practice and, if our 
commercial banking system is to com 
tinue to function as a source of funds, 
it must conform to progress. : 

Thus, we encounter a_ situation 
wherein the accepted traditions of com 


*Italics ours. 
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GENERAL MOTORS 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates: CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power and heat- 
ing equipment; GMC 
trucks; BEDFORD, 
VAUXHALL, OPEL, 
BLITZ—foreign made 
automotive vehicles. 


TIME 


ACCEPTANCE 


GMACG 


GENERAL MOTORS 
PAYMENT 


PLAN 


CORPORATION 


The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise. Capital employed 
is in excess of $80,000,000, 
supplemented principally by short 
term borrowings. 

In obtaining such short term 
accommodation, GMAC issues one 
standard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


These NOTES are available, in limited amounts, upon request. 


EXECUTIVE OFFICE NEW YORK BRANCHES IN PRINCIPAL CITIES 


mercial banking clash with every day 
lending practices. “Modern security 
capitalism” cannot be regarded as a pass- 
ing episode; it is a fact and not a theory. 


CAN EMPLOYMENT OF FUNDS FIND 
DIFFERENT CHANNELS? 


It should be distinctly understood, 
however, that excessive grants of longer- 
term credits (either through realty loans 
or bond purchases) are neither recom- 
mended nor condoned under the present 


banking set-up. The problem bankers 
must consider is one of readjusting the 
nature of our lending institutions so 
that revised investment practices may be 
pursued without undermining the basic 
soundness of the financial structure. Our 
banks are holding illiquid assets (in the 
orthodox commercial banking sense) as 
the indirect result of industrial develop- 
ment; if this trend is to continue, and 
it seems it will, they must not be made 
Subject to demand obligations—which 
orm their liabilities now assumed. 


There has been strong resistance to 
further extension of investment credit. 
Practical bankers have pointed out the 
risks involved. Others, adopting a more 
liberal attitude, have as emphatically 
called attention to the change in indus- 
try and its effect on financial institutions. 
Strangely enough, both viewpoints are 
correct. Fundamentally, that is the 
cause of all the controversy; and it is 
the duty of the bankers to conceive a 
practical solution whereby lending op- 
erations may be safely synchronized with 
industrial development. 

Efforts to organize mortgage markets 
and technical refinements in security 
lending practice, while not primarily in- 
stituted for the benefit of the banker, 
may prove of some assistance. But if 
deposits continue to expand, not as a 
result of business processes but in con- 
sequence of governmental finance, how 
can the employment of funds find differ- 
ent channels? No one knows the situa- 
tion better than yourself. What is your 
idea? 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


THE GENERAL SITUATION 
IN THE WORLD 


ITaLy’s attempted subjugation of 
Ethiopia proceeds laboriously with little 
as yet achieved in the way of military 
results. But the conflict has not been 
devoid of political effects of a dramatic 
character. Premier Laval of France has 
been overthrown in the Chamber of 
Deputies, while in England there has 
occurred such an outburst of indigna- 
tion over the concessions proposed to be 
granted by France and England allow- 
ing Italy to acquire a considerable por- 
tion of Ethiopian territory as to lead 
to the admission by Premier Baldwin 
that a blunder had been made. This 
admission was followed by the resigna- 
tion of Sir Samuel Hoare as Foreign 
Minister and the appointment of Cap- 
tain Anthony Eden as his successor. 
Not only was there a manifestation of 
opposition by British public opinion 
against French and English policy with 
regard to Ethiopia, but a similar feel- 
ing was evidenced by many other mem- 
bers of the League of Nations. Signor 
Mussolini. has declared that sanctions 
in their severest form (particularly re- 
lating to oil) would be regarded as a 
hostile act, and would lead to war. 
With this threat in mind, the League 


has been hesitant in making effective the 
oil embargo. France and England have 
come to an agreement of mutual sup 
port in case of an attack by Italy. It 
is widely considered that this unity 
on the part of these two countries 
renders such an attack as being unlikely, 
Thus, the prospect of war appears re- 
mote. 

If these political events have had a 
disturbing effect on European conditions 
generally, they are happily offset in 
large measure by signs of gradual and 
continued recovery in many lands. 
England especially is making progress, 
unemployment having recently declined 
to the lowest point in several years. 
France is approaching nearer to a bal 
anced budget. Austria has resumed 
service on the foreign debt, and else 
where also there are encouraging signs 
for the future. 

The apparent halt in the silver pur 
chasing policy of the United States has 
occasioned some apprehension in Mexico 
and China, but later developments seem 
to have diminished such concern. 

The carving out of a new state in 
North China, to be independent of the 
Nanking Government, has been a no 
table event of recent weeks—a develop 
ment favorably regarded, if not greatly 
assisted, by Japan. 


BANKERS INVITED 


FOREIGN BANKS ARE INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with seven 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 
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COLLECTION SERVICE IN ECUADOR 


For American Bankers 
and under American Standards. 


LA PREVISORA NATIONAL BANK OF CREDIT 
Head Office: GUAYAQUIL Main Branch: QUITO 


33 other Branches and Collecting Agents in the Country. 


Our Foreign Department not only undertakes actual collection 
of drafts but renders a complete service through its exhaustive 
Credit Reports and Quarterly Business Survey, mailed free of 
charge to our patrons abroad. 


54% of all collections on Guayaquil are handled by our Bank. 


GREAT BRITAIN during 1936, even if the pace should be 


Wir employment at the high record somewhat slower than that of last year. 


in the country’s history, and with many 
of the indexes of business activity well FRANCE 
above the 1929 figures, it may be as- THE balancing of the budget has at last 
srted that the British Isles have re- been measurably accomplished. Other 
gained a large part of the prosperity favorable factors:in the situation are: 
lost in the depression. It is interesting Lowering of the interest rate on na- 
to note that this recovery has been tional defense bonds; an increase in both 
accompanied by a marked revival of imports and exports; gain in bank clear- 
building operations, even if this revival ings and in deposits of leading banks. 
was not in itself a leading source of the Concern has of late been expressed 
better business situation in general. by the Bank of France over the hoard- 
Naturally, this activity in building has ing of its notes. Since the franc was 
brought about increased production of stabilized, coins and notes of the de- 
iron and steel. nominations from five to 100 francs 
Cotton manufacturing, which has have changed but little in volume, but 
been at a low state for some time, is notes from 500 to 1000 francs have 
reviving, closed mills reopening and more than doubled. It is the view 
the number of employes in the industry of the bank that the notes of larger 
recording a fair increase. denomination have been hoarded, as a 
Both metropolitan and country bank decline in the price level would have 
clearings for 1935 show a substantial made for a reduction in the volume of 
increase for the year, and stock ex- note circulation. 
change transactions have risen sharply, 
especially during the last half of 1935. THE NETHERLANDS 
Foreign trade, upon which so much WHILE late foreign trade returns show 
mmportance is placed, is also rising. an increase of both exports and imports, 
Imports in October reached the highest for a longer period—January to Octo- 
figure for any month since the end of ber, 1934 and 1935—there was a decline 
1931, and exports were greater than of 97,983,000 florins in the value of 
Many previous month since November, imports and of 33,090 florins in the 
1930. The country is also deriving value of exports. 
benefit from the marked reduction in A recent issue of Treasury notes to 
interest rates on the public debt. It the amount of 45,000,000 florins was 
8 confidently expected that the British placed at 4 per cent., against a rate of 
€s will continue their forward course 4 per cent. for the preceding issue. 
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CAPITAL 
Authorized §P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


BIGHTY YBHARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. Inquiries and correspondence invited. 


In September the gold reserves of 
the Netherlands Bank had fallen to the 
lowest point of the year, but since that 
time there has been a substantial and 
steady gain (from 606,385,000 florins 
on November 4 to 628,105,000 florins 
on December 2). 


GERMANY 


ALTHOUGH the index of industrial 
production is well above the 1928 level, 
especially as relates to the production 
of capital goods, the index of consump- 
tion production is still 10 per cent. 
below the pre-depression level. Pro- 
duction in several lines was stimulated 
by the rearmament program, as have 
been the sales of coal to Italy. But it is 
stated that the purchasing power of the 
population has decreased, and there has 
also been an increase in bankruptcies 
and insolvencies. The ability of the gov- 
ernment to. borrow for a continuation 
of the rearmament program is doubted, 
and fears of inflation are current. Dr. 
Schacht, Minister of Economy, has 
declared that he will never associate 
himself “with that swindle which is 
inflation.” He also added that, if pro- 
posed, Herr Hitler would not permit it. 


AUSTRIA 


* THIs country has lately resumed full 
interest payment of all its dollar bonds 
outstanding in the United States. While 
there had not been an interruption of 
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payments on bonds of the Austrian 
Government, there was a suspension of 
debt service by provinces, municipalities 
and corporations, owing to exchange 
restrictions. Austria’s state revenues are 
also showing a decided improvement. 


UNION OF SOUTH AFRICA 


From the Monthly Trade Report of 
Barclays Bank (D. C. & O.) it is learned 
that foreign trade of the Union was: 


Jan.-Sept. Jan.-Sept. Jan.-Sept. 
1935 4 1933 
(in £’s millions) 
47.35 34.57 
63.36 69.39 


Imports 

Exports * 

Visible favorable 
trade balance. .16.99 16.01 34.82 


* Gold bullion valued at the price ruling 
at the date of export. 


Imports into the Union in the period 
January to September, 1934, showed an 
increase in value of nearly 37 per cent. 
over those in the corresponding period 
in 1933, and in the current year a 
further increase of some 15 per cent. 
over 1934 was recorded. 

The decrease in the value of exports 
reflected in the 1934 figures as compared 
with those for 1933 was due in the 
main to the retention by the Reserve 
Bank of a larger proportion of its gold 
holdings in the Union, but for the year 
1935 exports of gold bullion have been 
on a larger scale, accounting for an im 
crease of £6.1 millions in the export 
figures to September as compared with 
the first nine months of 1934. 
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Christiania Bank og Kreditkasse 


Oslo (Christiania), Norway 


Founded 1848. Telegraphic address: Kreditkassen 


First established BANKING BUSINESS OF EVERY eee ae 
private bank in and reserve funde 


warindey DESCRIPTION TRANSACTED Kr. 40,000,000. 


New York Agents: 


The National City Bank of New York, Guaranty Trust Company of New York, 
and Irving Trust Company 


INTERNATIONAL BANKING NOTES 


BANK OF New SouTH WALEs. From the report of the directors to the ordinary 
general meeting of shareholders, November 29, it is learned that: 


The net profits for the year, after deducting rebate on 
current bills, interest on deposits, and paying income, 
land and other taxes (amounting to £162,539 : 2: 3), 
teducing valuation of bank premises, providing for bad 
and doubtful debts, fluctuations in the value of invest- 
ment securities, and other contingencies, and including 
recoveries from debts previously written off as bad, 
amount to £442,660 :9: 10 
To which is added— 
Undivided balance from September 30, 1934 £116,335 :1: 7 
aa £558,995 :11:5 
Interim dividends at the rate of 5/ per share Australian currency for 
quarters ended December 31, 1934, March 31, 1935, and June 30, 1935; 
paid out of the year’s profits, in terms of clause 105 of deed of settlement £329,250: 0:0 


Leaving a balance of £229,745 :11:5 
which the directors recommended to be dealt with as follows: 
To quarter's dividend to September 30, 1935, at the rate 
of 5/ per share Australian currency 
To balance carried forward 


£229,745 : 11:5 


IMPERIAL BANK OF CANADA. The sixty-first annual report of this bank, presented 
November 27, showed the following profit and loss statement: 


The balance at credit of profit and loss account brought forward’ from last year 

was $ 595,775.18 
Net profits for the year ended October 31, 1935, after making appropriations 

to contingency accounts, out of which accounts full provision for bad and 

doubtful debts has been made and after deducting provincial taxes amount- 

ing to $91,619.28 were 1,208,079.49 


Making a total at credit of profit and loss account of $1,803,854.67 
his amount was appropriated as follows: 

Dividends at the rate of 10 per cent. per annum $ 700,000.00 

Annual contributions to officers’ and employees’ pension and guarantee funds 47,500.00 

Written off bank premises 250,000.00 
Minion Government taxes paid and reserved 199,112.51 
lance of account carried forward 607,242.16 


$1,803,854.67 
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BANK OF MonTREAL. At the 118th annual general meeting December 2, the di- 
rectors presented the following report of the profit and loss account: 


Balance of profit and loss account, October 31, 1934 

Profits for the year ended October 31, 1935, after making 
appropriations to contingent reserve fund, out of which fund 
full provision for bad and doubtful debts has been made.... $4,007,302.06 
1,002,089.49 


Less Dominion and Provincial Government taxes 


Four quarterly dividends, each $720,000, amounting to 


Balance of profit and loss carried forward 


ENGLISH, SCOTTISH AND AUSTRALIAN 
Bank. The forty-third ordinary gen- 
eral meeting of this bank was held No- 
vember 27, at the office, 5} Gracechurch 
street, London. The report made to the 
shareholders showed net profits for the 
year £243,579. Of this £15,000 was 
carried to reserve fund, and payment of 
an interim dividend was made at the 
rate of 21/, per cent., absorbing £75,000. 
This left £153,579, which with the 
amount brought forward from the last 
year made an available balance of £429,- 
326, allocated as follows: officers pension 
fund, £5,000; further 21/, per cent. divi- 
dend, £75,000;. contingencies reserve, 
£50,000, leaving a balance of £299,326 
to be carried forward. 


WILLIAMS DEACON’s BANK LIMITED. 
The retirement is announced of George 
Hervey Wood from the board of this 
bank, owing to advancing years. He 
had been connected with the bank for 
sixty-nine years, having been general 
manager for thirteen years and a di- 
rector for the last twenty-three years. 


Barclays BANK (Dominion, COLONIAL 
AND OveERSEAS). The board of this 
bank recommended final dividends for 
the year ended September 30, 1935, at 
the rate of 8 per cent. per annum on 
the cumulative preference shares, and at 
the rate of 6 per cent. per annum on the 
“A” and “B” shares, making, with the 
interim dividend paid in June last 51/4, 
per cent. for the year upon the “A” and 
“B” shares. Income tax at the rate of 
4s. 5d. in the pound was deducted in 
all cases. 


$1,809,820.79 


3,005,212.57 


$4,815,033.36 
2,880,000.00 


$1,935.033.36 


NEW PUBLICATION DEALING 
WITH BALTIC REGION 


To supply a long-felt need for a periodi- 
cal in the English language dealing ex- 
clusively with the Baltic region, the 
Baltic Institute in Torun, Poland, has 
undertaken the publication of Baltic 
Countries, the first issue of which ap- 
peared in August, 1935. 

The editors of the new publication 
plan to present Baltic matters in an au 
thoritative, impartial and comprehensive 
manner, and to furnish a considerable 
volume of information on the numerous 
fundamental domains of life in the Bal- 
tic states. 


URGES REBUILDING PROGRAM 


THE United States is ripe for a replace 
ment and replenishment program such 
as the world has never seen before. We 
need new cars, new houses, new clothes, 
new shoes, new radios with television, 
new air conditioning in dwellings and 
work places. We need new foods, ma- 
chinery, comforts, and culture. We 
need to clean up and paint up. We 
need to raze thousands of antiquated 
factories and houses—rebuild, modern: 
ize. 

The money is ready. The banks have 
plenty of money, and the everyday folk 
have billions in savings. Investors are 
eagerly seeking places to put their money 
to work. . . . Right now we lack only 
the vision, the united driving force— 
Clarence Francis, executive vice-presi’ 
dent, General Foods Corporation 
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Current Conditions in Canada 


N the opinion of the Royal Bank of 
Canada, “Whatever criticism may 
be made by individual interests of 
the trade agreement between Canada 
and the United States, there can be no 
doubt that it will bring about an im- 
portant expansion of trade in both 


countries.” The report for the month 
of December, made by this bank, con- 
tains statistics of manufacturing in 
Canada for the years 1926, 1933, 1934, 
and 1935. Out of some fifteen items in- 
cluded in the table, all but six show im- 
portant gains for 1935 as compared with 
‘934. Where declines are shown, they 
are all below 10 per cent., while the 
gains range as high as 50.1 per cent. 
According to the December Monthly 
Commercial Letter of the Canadian 
of Commerce, industry is holding 
the higher ground to which it advanced 
een July and October. It thus 
yzes the situation: 


Retrogression has been evident in cer- 
tain classes of consumption goods as the 
heaviest movement of seasonable products 
into merchandising channels met but a 
slow demand consequent upon the mild 
weather of the late autumn in central 
Canada, while a temporary interruption 
of production schedules in some indus- 
tries followed the announcement of the 
details of the new Canadian-American 
trade treaty. Moreover, construction 
slackened, not only because of seasonal 
influences but also because of a marked 
decline in the volume of new work 
undertaken in November, the contracts 
let in that month being well below those 
of October and slightly less than in No- 
vember, 1934. But offsetting gains were 
recorded in other lines of industrial ac- 
tivity, notably in the so-called heavy in- 
dustries, the upturn in which has justified 
our former view that this development 
might be regarded as one of the most 
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striking events of the revival period. 

Foreign trade has made a spectacular 
advance during the autumn. The rise 
in exports in October was of more than 
seasonal proportions owing mainly to an 
exceptional gain in agricultural products, 
in which development wheat played the 
leading role. Thus, while wood prod- 
ucts and metals continued to find ex- 
panding markets abroad, they were no 
longer the most prominent items on this 
side of the foreign trade account. 


-o- 


HAILS TARIFF STABILITY BE- 
TWEEN UNITED STATES 
AND CANADA 


Sir CHARLES GorpDoN, president of the 
Bank of Montreal, addressing the bank’s 
shareholders at their annual meeting in 
Montreal recently, said that an assur- 
ance of tariff stability in commerce of 
the United States and Canada would be 


one of the most important advantages 


to be derived from the reciprocal trade 
agreement recently concluded. 


“Enlarged commercial intercourse 
with all countries is much to be de- 
sired,” he stated, “always provided that 
intercourse rests on fair and mutually 
advantageous terms, as I am disposed 
to believe does the agreement recently 
concluded with the United States.” 


Sir Charles reviewed business con- 
ditions in Canada saying that progress 
in trade recovery had continued, and 
that the results of the recent general 
election in Canada have had a favorable 
reaction. 

Discussing the operations of the Bank 
of Montreal, Sir Charles said that 
profits might be considered satisfactory 
in view of the extraordinary conditions 
affecting banking during the past year. 
Earnings of the bank, he said, were now 
feeling the effect of the transfer to the 
Bank of Canada of functions which the 
commercial banks formerly exercised 
and they were also being influenced by 
the lower rate of interest on high-grade 
securities in which the bank has had 


to employ a larger proportion of its 
assets owing to the lack of demand for 
commercial loans. 

Jackson Dodds, joint general manager 
of the bank’ with W. A. Bog, also re- 
ferred to the continued lag in com- 
mercial loans and criticized Canadian 
borrowers of foreign funds. He said: 

“Some Canadian borrowers, through 
exchange operations or otherwise, are 
using foreign funds obtainable tempo- 
rarily at very low rates; it is to be 
hoped that this practice may turn out 
less disastrously than it did for many 
on a former occasion, when the lower 
rates elsewhere blinded them to the 
risk involved in borrowing outside the 
country. There is good and bad money, 
just as there are good and bad loans; 
the cheapest money often costs the bor- 
rower dearly in the end, just as loans 
bearing the highest rates frequently 
result in loss to the lender. The inter- 
est on money used for productive pur- 
poses is comparatively the smallest item 
represented in the cost of production. 
If other items of cost received as much 
consideration, and if borrowers gen’ 
erally, particularly public bodies, gave 
anything like as close attention to the 
use to which borrowed money is put 
as most do to the question of a small 
saving in interest, the financial problems 
of this country would be simplified.” 


“THE MONEY REVOLUTION” 


In “The Money Revolution,” previously 
published in England under the title of 
“Ten Years of Currency Revolution, 
1922-1932,” Sir Charles Morgan-Webb 
comes to the conclusion that the Report 
of the Currency Commission to the Ot 
tawa Economic Conference, in substitut 
ing the stabilized pound for gold, thus 
doing away with gold as an essential 
basis of the monetary system, became 
the Magna Charta of modern economic 
life. A review of this book constitutes 
part of the monthly letter of The Royal 
Bank of Canada. 

“While Sir Charles. points out that 
this report is a logical development from 
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the findings of the MacMillan Commis- 
sion on Banking and Currency, he be- 
lieves that it was more than that, since 
it transmuted the former report into ac- 
tion which made the Ottawa conference 
an occasion which will be of historical 
importance to future generations. The 
(British) press reports made the Ot- 
tawa Conference appear to have been 
nothing more than a sordid wrangle 
over tariff concessions. But long after 
all memories of the tariff achievements 
of the Ottawa Conference have van- 
ished, it will stand out in history as the 
instrument by which the recommenda- 
tions of the MacMillan Commission 
were translated into a practical form and 
became the actively working currency 
system of the British Commonwealth in 
supersession of the vanished gold stand- 
ard. 

“It is the contention of the author 
that monetary thought has made rapid 
progress in the past fifteen years. Each 
successive authoritative statement from 
those in control of national . policies 
shows a better grasp of the essentials. 
Prosperity and depression are largely 
the result of monetary policy and the 
whole business cycle is susceptible of 
control. To prove these contentions, the 
author has taken salient statements from 
the Cunliffe report of 1922, the Mac: 
Millan report, the monetary section of 
the report of the Ottawa Conference, 
the report of the British Currency Dele: 
gation, and a number of statements of 
President Roosevelt, and placed them 
in sharp juxtaposition. The trend of 
thought, the revealed policies of govern: 
ments, and the events themselves show 
Progress in understanding the mechanics 
of the control of money. 

“Sir Charles has given an interpreta- 
tion of the basic philosophy of British 
monetary policy. With a definite cur’ 
fency tie-up with other parts of the 

Mpire, with recognition of the merits 
of sterling as the basis of their exchange 
by a lary. proportion of the rest of the 
world, and if the policy is as clearly 
understood and accepted by the British 
Treasury and by the Bank of England 
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as the writer has assured us, then it 
would seem that stability of sterling with 
gold and gold currencies must be un- 
derstood to be postponed until that in- 
definite time in the future when othet 
countries elect to follow a similar for- 
mula. Moreover, it is inherent ‘in this 
formula that even if stability were 
finally achieved on a gold basis, British 
countries could assume no undertaking 
to remain on the gold basis, if those 
countries, which are sufficiently impor- 
tant financially to influence the walue of 
gold, should in the future adopt policies 
making for instability of the price level. 

“Following the reasoning suggested, 
we would expect to see the pound valued 
at six or seven dollars if necessary to 
avoid the evils of possible inflation re- 
sulting from revaluation of gold in the 
United States. 

“The author evidently has based his 
conclusions only on the public docu- 
ments and without any intimate contact 
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WASHINGTON 


In his address he then answered some 
of the critics of the policies which banks 
have adopted for the protection of the 
public, and opened his remarks with the 
following statement of facts: 

“Let me give a bird’s-eye picture of 
the institutions in which depositors have 
chosen to place their savings. Ten 
banks operate some 2924 branches and 
608 sub-agencies in Canada, while 
abroad there are 147 branches and two 
sub-agencies to facilitate Canadian trade. 
Bank staffs comprise over 25,000 per 
sons, of whom the executive officers, 
managers and many others are experi- 
enced professional bankers, carefully 
trained with a view to safeguarding the 
$2554 millions of funds of 4,700,000 
depositors, and loaning them to some 
400,000 reliable borrowing customers, 
or investing them in the soundest of se- 
curities. 

“The activities of this army of em 
ployes, including the senior managerial 
officers, are constantly under the super’ 
vision of some 163 directors—able, 
sound, successful men of affairs, chosen 


from and by over 49,500 registered 
shareholders whose average holdings are 
but 29 shares. The true average is much 
smaller because trust companies and 
many executors and trustees of estates 
each represent a number of participants. 
These shareholders comprise men and 
women from every walk of life, whose 
investment, including premiums paid 
over the par value of their stock, and 
profits deliberately left in the banks over 
many years to strengthen the institu 
tions, amounts to nearly 10 per cent. 
of the banks’ total assets of $3036 mil 
BANKERS have maintained traditional Jjons, a substantial contribution of capi 
silence long enough, according to Jack- tal. Needless to state, these thousands 
son Dodds, president of the Canadian of shareholders are not concentrated in 
Bankers Association. In his presiden- the financial centers of Canada, but are 
tial address before the general annual  gcattered throughout the country.” 


meeting of the association at Montreal, 
he said that he intended to depart from INCREASED GOLD PRODUCTION 
As reported in a special dispatch to the 


established custom and confine his re- 

marks to the problems of the banks and New York Times, new records in 

their own business in particular, instead Canada’s production and value of gold 
were established in 1935 and greater 


of discussing the problems of the coun- 
try and of business generally. achievements are expected in 1936. 


with the personalities or atmosphere con’ 
nected with the events portrayed, but if 
the explanation which he gives of the 
significance of the various pronounce- 
ments of the British Government is cor- 
rect, it is the first time, to our knowl- 
edge, that the position has been stated 


” 


in language everyone can understand. 


A BIRD’S-EYE VIEW OF 
CANADIAN BANKS 
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Edited by Malcolm Davis 


Banking Is Not the Heart of Anything 


N the last few years bankers have 
I been blamed for pretty much every- 

thing, including all the country’s 
economic distress, spiritual suffering, dust 
storms and loss of important football 
games. Of all the attacks upon bank- 
ers, however, one of the most vicious 
and dificult to combat is based upon 
the strange notion that bankers control 
the nation’s industries, originate com- 
merce, and produce prosperity or de- 
pression at will. 


THE “BANKER CONTROL” FALLACY 


I should like to enumerate a few 
manifestations of this “banker control” 
fallacy and point out some of the things 
which appear to have helped in giving 
it wide popular acceptance: 

1. Banks look important and by their 
very physical aspects tend to create the 
impression of overpowering strength. 
A bank is often the largest and usually 
the most imposing building in any com- 
munity. When a fragile human being, 
weighing about 150 pounds, walks into 
a gigantic marble or granite structure, 
with a lofty roof upheld by pillars 
weighing hundreds of tons, it is very 
easy for him to feel that he is in the 
presence of something pretty terrific. 

If anyone tells you that the president 
of the Consolidated Commercial Na- 
tional Bank is strangling your city’s 
commerce by refusing to make legitimate 
loans to business men you think of the 
huge and massive institution’ of which 
Mr. X is the head. You remember that 
the bank's last statement showed assets 


og ndens:tion of a talk recently made by 
- Munro Hubbard, president of Doremus 


mpany, before the Chicago Financial 
Advertisers 


of over a billion dollars. You remember 
that the bank seems to be bursting with 
stacks of money. You remember all the 
threadbare jokes about the banker's 
glassy eye and his fiendish delight in 
humiliating worthy souls who ask for 
loans. If at the moment of reflection 
you happen to be standing in the bank's 
great hall, surrounded by marble pillars 
forty feet high and four feet thick, you 
are quite likely to think, “Well, maybe 
for once the demagogue is right.” 


FALSE IMPRESSION OF POWER GIVEN 


2. Bankers by their own statements 
have frequently fostered the popular be- 
lief in the banker's power. Of course 
the purpose back of this has been wholly 
laudable. If a bank is to function prop- 
erly, it must have the respect and con- 
fidence of the citizens of its community 
and be regarded as a strong and trust- 
worthy place. Hence all the confidence- 
building and institutional advertising 
used by hundreds of banks. 

Perhaps in accomplishing the original 
purpose of such advertising, another and 
thoroughly undesirable end has uncon- 
consciously been attained. If this sort 
of publicity has created a false impres- 
sion as to the power and importance of 
banking and its relative place in the 
economic scheme, then ironically enough 
it may have been partly responsible for 
the public’s ready acceptance of all the 
strange theories offered by the dema- 
gogues and economic quacks. 

3. A third important factor respon- 
sible for the “banker control” mania is 
the steady stream of serious charges 
against bankers which has filled . the 
newspapers in recent years. It seems 
deplorable that so many unfair and 
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wholly unjustified criticisms of the en- 
tire banking profession have come from 
people in high position. Their state- 
ments are widely printed on the front 
pages of newspapers all over the coun- 
try, and naturally are believed by mil- 
lions of newspaper readers who do not 
know the facts and are inclined, on gen- 
eral principles, to resent anyone who 
looks as important and prosperous as a 
banker and seems to have such easy 
access to so much money. When Presi- 
dent Roosevelt, Jesse Jones and Marriner 
S. Eccles all unite to sell the public the 
idea that the bankers are strong enough 
to hold back prosperity by refusing to 
make loans for legitimate business needs 
they are quite likely to be taken seri- 
ously. 
BANKING A MEANS TO AN END 

Now in the face of all these forces 
working to create an erroneous theory 
of banks and bankers, what are some of 
the facts in the case and what are the 
probabilities of making these facts seem 
reasonable to the general public? 

1. In the first place, banking is only 
a means to an end and is not an end in 
itself. It is a secondary economic func- 
tion and not a primary function. It is 
only a viaduct built to carry the stream 
of commerce. It is not the stream of 
commerce itself. If there were no com- 
merce, there would be no banking. 

If, for example, banking may be ex- 
plained to the public by using the human 
anatomy for purposes of comparison, it 
should be made clear that banking is 
not the heart of our economic life, nor 
even the life blood circulating through 
the body but, at the very most, a frac: 
tion of the arteries and veins which 
carry the blood through the system. 


BANK UNIMPORTANT WITHOUT BUSINESS 
WHICH IT FACILITATES 


It seems reasonable to inquire just 
why it should be desirable from any 
point of view to emphasize the impor- 
tance of the banking function. Is this 
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of any real value in selling or explain- 
ing a bank or its services? 

Perhaps the importance of banking is 
an unfortunate theme for discussion by 
bankers. The public has the idea that 
banks are too important, as it is. People 
think that what is necessary is to curb 
their power, hold them in check, regu- 
late them in the public interest, legislate 
them into honesty and club them into 
releasing their hoarded wealth for the 
benefit of American industry. Why add 
to the confusion by talking about their 
superior and dominating position? Would 
it not be better to take exactly the op 
posite track and try to sell the public 
the idea that the bank’s function is a 
subsidiary one, completely unimportant 
without. the business which it facilitates, 
that banking is a servant rather than a 
master, that the alleged control of com 
merce and industry is to a large extent 
a ridiculous misrepresentation? 


BANKS DEPENDENT ON SUFFERANCE OF 
DEPOSITORS 


2. Banks, instead of being inherently 
strong are constantly subject to a serious 
inherent weakness. This weakness lies in 
the fact that a commercial bank’s ability 
to function depends largely upon its 
having deposits to utilize and in the 
fact that those deposits remain in the 
bank only on the sufferance of the de 
positors. 

Practically all the depositors in a com: 
mercial bank have the right to ask for 
the return of their deposits upon de 
mand, and if all of them make such de 
mands at the same time, you have that 
particular form of excitement known as 
a “run.” 

This seems to be one of the most im: 
portant reasons for trying to help the 
public to understand something about 
banks and banking. Surely it will do no 
good to build up false ideas as to the 
importance of the banking function of 
the inherent strength of the banking 
structure. Rather every effort should 
be made to create an understanding 
which will tend to prevent the public 
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either from expecting unreasonable 
functions from the banks or trom wreck- 
ing the banking structure by mass with’ 
drawal of deposits in every economic 
crisis. 


TRUE WEALTH NOT FOUND IN THE 
BANK 


3. The last place in the world to look 
for real wealth is in a bank. A com- 
mercial bank is principally a monetary 
mechanism and a guarantor of credit. 
A bank is no more a reservoir of wealth 
than an adding machine. The true 
wealth of the country consists of its 
wheat, oil, copper, cattle, manufactured 
products, etc. You will not find these 
in a bank. Of course the reason for 
this confusion is the popular idea that 
money is wealth. 

4. Bankers seldom deliberately destroy 
their own business. 

Today banks have billions of dollars 
of unemployed surplus funds, bank 
earnings are steadily declining, high 
grade liquid securities afford an ex- 
tremely low return, loans to industry at 
fair rates are the bankers’ only hope of 
restoring the earning power of their in- 
stitutions, and bankers are in active 
competition for such few good loans as 
are available. In the face of all this, 
the public apparently swallows without 
hesitation all the statements made by 
everybody, important or otherwise, to 
the effect that the real obstacle to re- 
covery is the sullen and persistent re- 
fusal of the nation’s bankers to employ 
the nation’s banking resources for propet 
purposes. 


SEVERAL SUGGESTED SOLUTIONS 


These are only miscellaneous and scat- 
tered comments on a few aspects of the 
widespread misunderstanding of banks 
and bankers. They will obviously serve 
nO purpose unless they lead to some 


Practical conclusion. That conclusion 
is bound to be more general than spe- 
cific. In brief, however, it is this: 

If you are in any way a part of the 
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banking business, make every effort to 
see that your own organization, your 
own customers and the newspaper edi- 
tors and the general public in your own 
community are informed by every pos’ 
sible means as to some of the simple 
fundamentals which I have tried to il- 
lustrate. There are various ways in 
which this can be done. 

As an illustration, suppose that every 
banker in the country made a study of 
the figures of his institution similar to 
one made by Thomas M. Steele, presi- 
dent of The First National Bank and 
Trust Company of New Haven, Con- 
necticut. Mr. Steele, in an address de- 
livered at the meeting of the Connecti- 
cut Bankers Association last February 
said: 

“During a recent three months in our 
own bank we made to new and old cus- 
tomers 1677 loans (not including any 
renewals) in the total amount of $2,- 
604,000. In this same period we de- 
clined a total of 35 loans in the amount 
of $49,000; yet old loans continued to 
be paid off at a normal rate with the 
net result that at the end of the quarter 
we had $741,000 less in loans outstand- 
ing than at the beginning. It is ridicu- 
lous to say that any banker welcomes 
such a tendency. It seems to me that 
we ought to stand upon the record and, 
whenever and wherever we have the op- 
portunity, let the world know the situa- 
tion as it is.” 


BROADCAST EXPLANATION OF BANKING 
PRINCIPLES 


Suppose that every banker in the 
country had made such a study, and had 
written a letter to all of his stockhold- 
ers and depositors, setting forth such 
facts as those cited by Mr. Steele, and 
had further caused that letter to be 
published as a paid advertisement in a 
conspicuous place in every newspaper 
in his community. I grant that this is 
expecting a great deal in the way of 
concerted action. But I think that you 
will agree that if it had been done, the 
effect would have been enormous. Fur- 
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thermore I think that every bank could 
do this sort of thing in its own com: 
munity and accomplish a measurable 
amount of good regardless of what might 
be done in other communities. 

Do you not think it might pay many 
a substantial banking institution, hav- 
ing an enormous stake in the prosperity 
and business health of its community, to 
employ a high-priced, able man with no 
other job than that of seeking oppor- 
tunities to articulate a sound banking 
philosophy, and to broadcast an honest 
and intelligent explanation of banking 
principles and practice? 


WHEN WILL YOU DO THE JOB? 


These are only two specific sugges- 
tions. Any large banking organization 
which is wiliing to devote enough atten- 
tion to the matter, can find many ways 
to contribute to a more healthy relation- 
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ship with the public. The trouble is not 
in the lack of means for accomplishing 
the purpose, it really lies with the bank- 
ers themselves. While they generally 
regard the matter as serious and im- 
portant, they have failed to make it a 
major issue in the actual conduct of 
their bank, and perhaps have not real- 
ized the danger of making no reply to 
such false and widespread accusations 
as those cited above. 

Problems fully as serious as this have 
been successfully met by American busi- 
ness men when they have given those 
problems their full attention and have 
devoted to them all of the ingenuity, en- 
ergy and resourcefulness which are so 
characteristic of this country and its 
business leaders. The real question is 
not whether the job can be done, but 
when the banking profession will make 
up its mind to make a serious effort to 
do it. 


How Banks Are Advertising 


Every month The New York Trust 
Company issues The Index, publishing 
detailed articles on various industries 
and phases of our capitalist economy. 
One of these articles, “Real Wages,” 
was condensed with careful precision to 
form an advertisement. This first ad 
of a proposed series following the basic 
idea, appeared in the “Voice of Busi- 
ness” edition of the New York Sun. In 
itself it was a thorough discussion of 
real wages, indicating that while real 
wages in the United States are consid- 
erably higher than in. any European 
country, the. pressure of higher prices 
tends to defeat its own aims, and that 
a more effective method of encouraging 
production is a reduction in prices 
through lowering costs. “While tend- 
ing to increase real wages, this would 
bring about a general decline in the cost 
of living enabling not only wage earn- 
ers but recipients of other income to in- 
crease their purchases. The stimulation 
thus afforded to production should ef- 
fectively reduce unemployment.” 


The advertisement states that it is 
condensed from the January Index, and 
mentions two other articles (“Diesel 
Power” and “Rayon and Synthetic 
Yarn”) appearing in the same issue. 

The Index has been a major effort 
of this bank to interest business by sup’ 
plying its customers and friends with 
useful, practical information. Adver- 
tisements based upon it, similarly useful 
and practical, seem to be a normal, out: 
reaching adjunct. 


COLOR 


What is believed to be one of the 
first bank ads in color was born on Tues’ 
day, December 24. The San Francisco 
Bank was the father and The San Fran 
cisco Examiner was the mother. In 
cheery red and green, this 5 column, 16 
inch display ad, Christmas tree silhou- 
ette, holly leaves and all, said cheerily, 
“The San Francisco Bank wishes its 
many friends a Merry Christmas and 
A Happy New Year.” Carl C. Wake: 
field, responsible. for the bank's adver’ 
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tising, believes that shortly banks will 
use color work in display advertising as 
a matter of course. After viewing the 
happy result achieved in this specimen, 
we can do naught but agree with him. 


TEST OF TIME 


A new series from The American 
National Bank, Nashville, Tennessee, 
has its roots in Nashville’s history for 
the past fifty-two years. Each of the 
series uses the Cleveland Trust's depres- 
sion-prosperity chart. One ad illustrates 
the first Nashville street car (April, 
1889) gaily bedecked for the occasion 
with ribbon. At that time, the copy 
states, the bank had been “serving the 
business interests of Nashville for six 
years.” Another ad reprints a 52-year- 
old editorial congratulating the then 
new bank. Another recalls with illus- 
trated explanations the time “When 
President Cleveland Visited Nashville in 
1887.” A fourth tells of the opening of 
the Vendome theatre in the same year. 
Although the old Vendome has changed, 
the bank’s service continues “through 
thick and thin of five major depressions.” 


{8 A MAN NO BETTER THAN A HORSE? 


The new series of the Williamsburgh 
Savings Bank, Brooklyn, N. Y., is as in- 
dependent and forthright in conception 
as its copy. The heading of one ad, in- 
dicated above states in the first para- 
graph that a person whose savings have 
gone isn’t going to be financially inde- 
pendent through governmental social 
security any more than an old horse 
charitably turned out to pasture. “Com- 
fort and peace in old. age” the second 
paragraph says “come not from the doles 
of charity nor the provisions of laws. 

y come only with the self-respect 
and self-dependence that can pay for 
the declining days from the savings of 
the past.” The third enlarges on this 
point and directs it towards an account 
at the bank. Other ads in the series, 
with the same theme, are headed, “Wait- 
ing for a Rich Uncle,” “The Spirit of 
1776,” and “Bowing Down to a Golden 
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Calf.” The scheme is far-sighted in- 
deed, and there will probably be many 
similar endeavors as the governmental 
“security” laws become effective. 

Incidentally, in the Williamsburgh’s 
lobby there is a right smart display that 
fosters safe deposit box sales. 

It is a miniature house about three 
feet long. As you look at it you can 
see through the hallway the words, 
“Are there valuable papers in your 
house?” Directly in front of the house 
there are some folders with the invita- 
tion to take one and see at the same 
time what can happen to your valuable 
papers. You reach, passing the beam 
of a small “electric eye.” The light in 
the hallway goes out. A light in the 
room to the left of the hallway goes on 
and you see a robber, flashlight and 
mask, heading for a dresser—and the 
words, “They may be stolen.” In a 
few seconds the “robber-light” goes off 
and one on the other side of the house 
simulates fire—with the line, “They may 
be destroyed.” In a moment the fire 
goes out. Then the hallway light goes 
on and you can see a picture of a bank 
vault with the line, “In our vaults they 
are safe.” Then the hallway light goes 
off—the scenes change somehow—it goes 
on again asking the original question, 
“Are there valuable papers in your 
house?” Quite a visual little show from 
start to finish. 


LOBBYIST 


During the 70th Anniversary week— 
December 9-14—at the State-Planters 
Bank and Trust Company, Richmond, 
Va., approximately 20,000 people 
viewed the interesting exhibit which had 
been arranged in the lobby of the head 
office. One section in particular aroused 
great interest and received the close at- 
tention of the public—that devoted to 
the evolution of bank bookkeeping 
methods from 1865—-the year the bank 
was founded. 

The display started with the original 
ledgers, followed by the next change in 
style made in 1899, then that adopted 
in 1911, in turn the bookkeeping ma- 
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chines installed by the bank in 1917, 
which ended what might be termed the 
period of “hand written ledgers,” fol- 
lowed by the modern Recordak system 
of photographing customers’ checks and 
statements. 

A Teletypewriter was set up in the 
lobby also, and arrangements made 
whereby a special operator received and 
sent messages during banking hours. In 
practice this machine is used primarily 
by the securities department in their 
purchases or sales of investments on be: 
half of the bank or its customers. 

Included in the display were machines 
brought in by customers or friends of 
the bank and offered for exhibit. There 
was an early model of check protector 
of the type used by banks about 1880, 
a Burroughs adding machine, No. 85 of 
the original machines manufactured in 
1896, and in continuous use since that 
time, as well as ledger trays, old style 
and new, and modern bookkeeping ma- 
chines. 


TEXAS BANKS AND THE CENTENNIAL 


A substantial contribution toward 
familiarizing the southwest with its own 
romantic history through four hundred 
years is now being made by the Repub- 
lic National Bank and Trust Company 
of Dallas. 

Anticipating the opening of the Texas 
Centennial Exposition in Dallas on 
June 6, which is to commemorate a cen’ 
tury of Texas independence, the bank 
has prepared a series of forty illustrated 
historical sketches on the various ro- 
mantic episodes of Texas under six flags, 
to appear during the Exposition. 

These drawings, 3 x 10 inches, are to 
appear once each week for forty con- 
secutive weeks in the Dallas newspapers. 
In addition, the bank has executed the 
drawings in colors, inclosed in a sub- 
stantial frame 13x17 inches, and the 
entire series will be sent to each of 500 
southwestern banks for display in their 
lobbies. Also the series in the same 
form is being distributed to all the pub- 
lic schools in metropolitan Dallas. 
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The First National Bank in Dallas, 
equally active, has begun the work of 
placing some twenty billboards adver- 
tising the Centennial along the principal 
highways coming into Dallas. 

Each of the posters bears a short 
sentence outlining a particular fact of 
interest concerning Dallas, the Centen- 
nial City, or some important highlight 
in Texas history. 

The posters are in colors, with draw: 
ings suitably portraying the fact in 
tended to be portrayed in the eight or 
ten-word slogan. This is followed by 
the signature of the bank. 

Incidentally, the boards are not placed 
in a way to mar the natural scenery of 
the highways, but well to one side, and 
yet, at conspicuous places. 

A few of the posters are being placed 
within the city limits of Dallas, but in 
the main, they are located several miles 
out along the highways which will carry 
the heaviest loads of out-of-state visitors 
during the progress of the Centennial. 


COLLECTIVE 


Ninety county groups in Kansas hold 


monthly sessions to devise means 
whereby Kansas banks can, co-opera- 
tively, increase good-will, loans and 
earnings. 

Blossoming from these meetings is a 
hard-hitting, co-operative campaign 
signed by “The Banks of Your Com: 
munity” and designed to increase pub’ 
lic confidence in the willingness and 
ability of banks to be helpful to them, 
and to increase public recognition of the 
necessity of sound and profitable bank: 
ing to prosperous communities. 

The headings of a present series of 
seven such advertisements indicate theit 
general character: 

“When you want to borrow money, 
borrow from a bank; Your bank will 
lend you money for any reasonable put’ 
pose; Have you ever thought what you'd 
do, if there were no banks?; Let a bank 
loan make you money, Mr. Business 
Man; Your bank will help you raise 
crops and livestock; A bank is just @ 
financial department store; Let a bank 
loan help you modernize your home. 
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Tying in with this series is a booklet, 
“When you borrow money, borrow from 
a bank,” provided for direct mail and 
counter distribution by banks participat- 
ing in the campaign. 


QUICK GLIMPSES 


THe Manufacturers Trust Company 
(New York City) direct mails a gravure 
folder explaining its city-wide personal 
loan service, suggesting by illustration 
many of the purposes for which such 
loans might be helpful. . . . The super- 
intendent of the Ashland, Ohio, schools 
asked high school students what topics 
they were chiefly interested in. Believe 
it or not, most of the responses asked 
questions on banking and allied sub- 
jects—such as “How is it possible to de- 
termine which bank is the best for the 
safe keeping of money.” If there is a 
like interest among high school students 
elsewhere, as there probably is, bankers 
could readily develop this ‘splendid op- 
portunity to provide the coming genera- 
tion with a good educational back- 
ground of banking fundamentals. .. . 
Down in Philadelphia, the Fidelity- 
Philadelphia Trust Company had the 
largest attendance ever for its pre- 
Christmas singing of carols in the bank’s 
lobby... . And The Pennsylvania 
Company likewise had a program of 
carols and music in its main offices—the 
music being rendered by a specially in- 
stalled electric organ and sound equip- 
ment... . The Manhattan Savings In- 
stitution (New York City) — spread 
Christmas cheer with a 34 foot tree, 
placed in a specially constructed water 
tank, centered in the main banking floor, 
and extending well above the mezzanine 
floor... . Up in Quincy, Massachu- 
setts, The Granite Trust Company, dur- 
ing Christmas week, had four candles 
in each of the 167 windows of its build- 
ing—a remarkable spectacle requiring 
Our men an hour and a half just to 
light them, and two men working eight 
a day to replace them.... 

ing of seasonal greetings, the New 

Year issue of the “Oklahoma Banker” 


carries an ad from the First Nationai 
Bank and Trust Company (Tulsa, Ok- 
lahoma) extending greetings to all, and 
then mentions by name more than a hun- 
dred Oklahoma bank presidents with a 
little line about each one’s particular 
hobby, or some special characteristic; 
for example: “—as eccentric about un- 
lighted cigars as Bob Simpson or Floyd 
Kimtele, who eats his—.” . . . 

The Poudre Valley National Bank 
(Fort Collins, Colorado) asks “Who is 
your biggest competitor, Mr. Merchant,” 
and then shows figures concerning the 
public debt which through eventual 
heavier taxation “will soon bring Govern- 
ment competition to where it consumes 
the first thirty cents out of every dollar 
your customer receives.” . . . The Wis- 
consin Bankers Association urges its 
members to actively participate in a pro- 
gram of public relations, making use of 
the A. B. A.-F. A. A. book “Construc- 
tive Customer Relations.” . . . Sucha 
program is already in effect among the 
banks of Gloucester County, New Jer- 
sey. ... The Silver Creek National 
Bank (Silver Creek, N. Y.) has been 
using advertising films in local movie 
houses for a considerable period, and 
reports that “enhanced prestige and 
many new accounts” were directly traced 
to this campaign—and that public com- 
ment was favorable to the playlets shown 
on the screen; the moving pictures were 
supplied by a firm specializing in the 
work. 


HOW BANKS WILL ADVERTISE 


ACCORDING to preliminary reports on a 
national survey which has just been 
completed by the Financial Advertisers 
Association indicating advertising media 
preferred by banks in the United States 
and Canada, ninety-eight per cent. of 
the banks replying to a questionnaire 
said they will use newspaper advertising 
in 1936. Eighty-two per cent. of the 
banks will use direct mail; 34 per cent., 


. outdoor advertising; 16 per cent., radio; 


23 per cent., national publications; 40 
per cent., sectional publications; 12 per 
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cent., car and bus cards; and 66 per 
cent., lobby and window posters. 

Almost 27 per cent. of the banks will 
increase their advertising expenditures 
in 1936, approximately 9 per cent. will 
decrease expenditures, and 64 per cent. 
will spend as much as they did in 1935. 

Growing realization by banks that 
they must sell themselves as well as their 
services is evidenced by the fact that 
80 per cent. of the banks answering the 
questionnaire plan to use at least some 
institutional advertising during the year. 
In addition, 44 per cent. also will use 
educational advertising. Fifty-five per 
cent. will advertise savings accounts; 64 
per cent., commercial loans; 71 per cent., 
executorships under wills. Loans of all 
kinds will be heavily stressed. 

The increasing attention which banks 
are paying to the problem of public re- 
lations is shown throughout the ques- 
tionnaire. For instance, 60 per cent. of 
the banks will have officers make regu- 
lar calls on customers, 46 per cent. will 


conduct staff meetings on customer and 


public relations. Many of these banks 
will use the book “Constructive Cus- 
tomer Relations” published by the 
American Institute of Banking in con- 
junction with the Financial Advertisers 
Association as a basis for their staff 
meeting. Programs of educational talks 
before schools, clubs and other organiza- 
tions are planned by 26 per cent. of the 
banks included in the survey. 

The survey was directed by A. R. 
Gruenwald, advertising manager of the 
Marshall and Ilsley Bank, Milwaukee, 
and Preston E. Reed of Chicago, execu- 
tive secretary of the association. 


-~©- 
NATIONAL BANK OF DETROIT 


THE third annual meeting of sharehold- 
ers of the National Bank of Detroit 
(Detroit, Mich.) was held on January 
14. President Walter §. McLucas, in 
his report to shareholders, stated that 


during the year 1935 a point had been. 


reached where the 2 per cent. interest 
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on savings deposits, paid by the bank 
from the date of its opening, exceeded 
the gross income the bank had been able 
to obtain from the employment of those 
deposits. To meet this situation, the 
interest rate was reduced on June 1 to 
14 per cent. on amounts up to $10,000 
and Y4 of one per cent. on such amounts 
above $10,000 as the bank may accept 
for deposit. Mr. McLucas stated that 
the bank is now paying in interest to 
savings depositors substantially the en 
tire income derived from savings funds. 

After detailing the various methods 
of fostering relations with the public, 
Mr. McLucas said: 

“There is nothing complicated about 
our public relations program. All of its 
operations are based upon the belief 
that a complete understanding of the 
policies and operations of the bank on 
the part of its customers, and an equally 
full understanding of the needs, ambi 
tions and problems of the bank's cus 
tomers on the part of our officers and 
employes, is bound to increase our use’ 
fulness to the community and its citi 
zens, with mutually profitable results.” 

The report showed earnings available 
for common stock, that is, all earnings 
after operating expenses, reserves, Fed 
eral income taxes, and preferred stock 
dividends were deducted, amounted to 
$1,830,140.15, representing $3.66 per 
share on the 500,000 shares of common 
stock. Gross income for the year totaled 
$8,759,746.20. Of this amount, $2,580, 
993.93 was set aside to amortize pre 
miums paid for securities purchased, 
leaving $6,178,752.27. Of this amount, 
$5,385,752.48 consisted of interest from 
loans and investments, representing 4 
return of about 1.83 per cent. on the 
average available funds. The remaining 
$792,999.79 consisted of charges made 
for services rendered by the bank, in 
cluding income from the trust and 
foreign exchange departments, and 
other miscellaneous revenues. 

As of December 31 the total capital 
account was $26,006,130.72, and de 
posits $368,059,814.13. 
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IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


CHARLES G. EDWARDS 


Aucust ZINssER, president of the Cen- 
tral Savings Bank in the City of New 
York, has been elected vice-chairman of 
the executive committee by the board of 
trustees, and Charles Gilbert Edwards 
has been elected to fill the office of presi- 
dent. Mr. Edwards has been a trustee 
of the bank since 1933, and is at present 
assistant manager of the bond and mort- 
gage division and real estate officer of 
the Mutual Life Insurance Company. 
He was president of the real estate 
board of New York from 1922 to 1924, 
president of the National Association 
of Real Estate Boards in 1925, and is 
now president of the Charles G. Ed- 
wards Company of New York City. 

The Central Savings Bank was 
founded in 1859 and now has two 
ofices, one at 14th street and Fourth 
avenue and the other at 73rd street and 
Broadway. Central Savings Bank is the 
fourth largest mutual savings bank in 
Manhattan and sixth largest in the 
United States, serving almost 216,000 
depositors. 


GEORGE K. REED 


Grorce K. REED, a vice-president and 
director of Edwin Bird Wilson, Inc., 
advertising agency at 120 Wall street, 
New York, died in Clearwater, Florida, 
December 22. He had suffered from a 
heart ailment for several years. Mr. 
Reed specialized in financial advertis- 
ing. He was born in Maysville, Ohio, 
in 1876, and was graduated from Law- 
tenceville School, and from Princeton 
University in 1899. 

After leaving school, Mr. Reed was 
employed by the Pressed Steel Car Com- 
pany of Allegheny, Pa., and from 1900 
to 1903 by T. Mellon & Sons, now the 
Mellon National Bank of Pittsburgh. In 
1904 he became assistant secretary of 
the Colonial Trust Company of Pitts- 


burgh and in 1908 became advertising 
manager of the Colonial and the Colum- 
bia National Bank and Germania Sav- 
ings Bank of Pittsburgh. 

Mr. Reed went to ‘Chicago in 1911 
as manager of Rand McNally Bankers’ 
Directory and Rand McNally Bankers’ 
Monthly. He joined the Edwin Bird 
Wilson organization in 1920. 


CHECK MASTER ACCOUNTS 


A GOAL of 10,000 new checking ac- 
counts in the check master plan has been 
exceeded by the National Safety Bank 
and Trust Company of New York City 
at the close of the first five months’ op- 
eration of the plan which permits de- 
positors to open accounts with as little 
as $1 and requires no minimum balance, 
charging only five cents for each check 
issued and each item deposited. The 
success of the check master plan is at- 
tributed by Charles Richter, chairman 
of the board, to the urgent need for this 
type of banking service. 


G. L. McCARTHY 


Gerorce L. McCartny has been elected 
president of the Recordak Corp. He 
was formerly vice-president. Mr. Mc- 
Carthy invented the Recordak when he 
was a vice-president of the Empire Trust 
Co. In 1920, he was presenting it to 
the banking business as the Check-O- 
Graph. In 1927, he joined forces with 
the Eastman Kodak Corp., and in 1928, 
the Recordak Corp. was formed to mer- 
chandise the bank record camera ma- 
chine under that. name. 


BANK HEAD IS SENATOR. 


In the appointment of Elmer A. Ben- 
son, commissioner of banking in Minne- 
sota, as senator to succeed the late 
Thomas D. Schall, the cause of the in- 
dependent banker is assured a staunch 
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THE FIRST NATIONAL BANK OF RIEGELSVILLE, PA. 


Would you believe that both of these pictures were taken from the same spot— 
before and after? The picture above shows the interior of this Pennsylvania bank 


after remodeling by Tilghman Moyer Company (bank architects of Allentown, Pa.). 
The one below shows the job as it appeared when they took it in hand. 
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supporter. Mr. Benson also supports 
the principle of ownership and manage- 
ment of business by producers and con- 
sumers through co-operatives. He is 
forty years old, and is a World War 
veteran. He will serve in the Senate 
until December 31, 1936. 


HOLDUPS REDUCED 


In 1933 bank holdups in Indiana were 
thirty-four, and in 1935 had been re- 
duced to two. The Indiana Bankers 
Association credit the establishment of 
a state police force and a police radio 
system as leading factors in the reduc- 
ing of bank robberies. Prior to 1933 
the state police force was limited to en- 
forcement of motor vehicle laws. Of 
the two bank robberies during 1935, one 
of the bandits is now serving a prison 
sentence. 


MONTHLY PAYMENT LOANS AN 
OLD STORY TO SEATTLE BANK 


“MONTHLY payment” real estate loans, 


which have become a familiar method of 
financing to property owners through- 
out the United States by reason of the 
nation-wide publicity given to the Fed- 
eral Housing Administration’s program, 
are an old story to Seattle and the Pa- 
cific Northwest, where the Washington 
Mutual Savings Bank pioneered and ad- 
vocated this form of “disappearing 
mortgage” loan almost 46 years ago. 
Dietrich Schmitz, president of this 
Seattle bank, tells the story of how his 
bank introduced such loans, and gives 
facts about them in an article in a re- 
cent issue of the Savings Bank Journal. 
The first monthly payment loan made 
by this mutual savings bank was in 
February, 1890, five months after its 
founding. The borrower was a laborer 
in a lumber-manufacturing suburb of 
Seattle, who needed $800 to complete 
the financing of his modest home. He 
tepaid the loan to the bank in 72 
monthly installments, each installment 
uding interest and progressively re- 
ducing his outstanding indebtedness. 
This first borrower made a perfect re- 
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payment record. Since that loan was 
made, the Washington Mutual Savings 
Bank has made 38,755 mortgage loans on 
real estate, averaging $2577 and aggre- 
gating in excess of $100,000,000 up to 
June 15 last year. 


CHASE NATIONAL BANK 


THE statement of The Chase National 
Bank of New York for December 31, 
1935, shows deposits (including certi- 
fied and cashiers’ checks) of $2,075,- 
121,000 compared with $1,760,129,000 
on June 29, 1935, and $1,709,792,000 
a year ago. 

Total resources amounted to $2,350,- 
549,000, compared with $2,027,704,000 
on June 29, and $1,999,050,000 a year 
ago; cash in the bank’s vaults and on 
deposit with the Federal Reserve Bank 
and other banks, $855,638,000, com- 
pared with $528,863,000 and $514,732,- 
000 on the respective dates; investments 
in United States Government securities, 
$561,505,000 compared with $573,664,- 
000 and $503,435,000; loans and dis- 
counts, $638,002,000, compared with 
$639,395,000 and $651,070,000. 

On the same date, the capital of the 
bank consisted of $50,000,000 preferred 
stock and $100,270,000 common stock 
and $50,000,000 surplus, the same as a 
year ago. Undivided profits were $21,- 
897,000 compared with $20,851,000 on 
June 29, 1935, and $18,839,000 a year 
ago. 


TRUST DIRECTORY 


THE 1935-36 Directory of Trust Insti- 
tutions, Trust Men, and Trust Associa- 
tions has been published by the Trust 
Division of the American Bankers Asso- 
ciation. It presents a more complete 
picture of the personnel of American 
trust business than it was possible to 
give in the first directory ,compiled a 
year ago, it is stated. 

The present directory shows a total 
of 6949 trust men and women, or 925 
more than were reported in the previous 
edition. It lists 2853 trust institutions 
having an aggregate capital, surplus, 
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and undivided profits of $4,416,407,878 
and total resources of $35,443,238,561, 
or 279 more institutions than were re- 
ported in the 1934-35 directory. These 
trust institutions are composed of 1356 
state-chartered trust’ companies and 
banks and 1497 national banks with 
trust departments. In addition there are 
included in the directory 192 branch 
offices with trust departments, making 
a total of 3045 trust departments, rep- 
resenting 1684 cities and towns, or 110 
more communities than were reported in 
the first directory as being served by 
trust institutions. 

Copies of the directory are available 
from the Trust Division, American 
Bankers Association, 22 East 40th 
Street, New York, N. Y. 


BANK OF AMERICA ELECTIONS 


A. P. GIANNINI, founder of Bank of 
America N. T. & S. A., was re-elected 
chairman of the board at the directors’ 
organization meeting, and announced 


that he will continue as chief executive 
officer of the bank. 

L. M. Giannini, his son, was elected 
president of Bank of America N. T. & 
S. A., and was re-elected president 
of Bank of America (California), the 
associated state bank. As senior vice- 
president L. M. Giannini has been in 
charge of all operations of the bank for 
the past three years. He will continue 
in charge of operations of the bank as 
its president. 

All other officers of the two Trans- 
america-controlled banks were _ re- 
elected, as were the directors. 

The Bank of America N. T. & S. A., 
which is the largest bank in the United 
States outside New York City, in 1935 
experienced the record year of its his- 
tory, with deposits, resources and earn- 
ings all registering their all-time high 
marks. In addition to attaining the 
highest recorded totals, the deposits, re- 
sources and earnings of the bank in 
1935 showed their greatest comparative 
gains over any preceding years in the 
bank’s history. 
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During 1935 the bank paid $6,000, 
000 in dividends, including the $1,000, 
000 extra dividend declared in the last 
quarter. Dividends amounted to $3 a 
share during the past year, as against 
$1.8714, a share in 1934, when a total 
of $3,750,000 was disbursed. 

In addition to dividend payments, 
$6,573,000 of the bank’s earnings was 
allocated to reserves and $3,703,000 
went into surplus and undivided profits, 
which totaled $50,867,000 at the close 
of the year. 


FIRST. NATIONAL BANK OF 
CHICAGO ELECTIONS 


AT a meeting of the board of directors 
of the First National Bank of Chicago, 
held subsequently to the annual meet- 
ing of stockholders, January 14, all 
officers were re-elected and five men pro- 
moted from the staff to official posi- 
tions. These were: William C. Bruhn 
and Vernard S. Higby to be assistant 
cashiers; L. A. Jenkins, P. L. Stevenson 
and A. §. Thorwaldson to be assistant 
trust officers. There were also a num 
ber of promotions. Oscar F. Meredith 
and Clarence B. Jennett were elected 
vice-presidents; the former has been as 
sistant vice-president and the latter 
assistant manager of the real estate loan 
department and also vice-president of 
the First-Trust Joint Stock Land Bank. 
Thomas J. Butler, Clarence E. Carlson, 
M. J. Hardacre, Edward J. Jennett, and 
Herbert V. Prochnow were promoted 
from assistant cashiers to assistant vice 
presidents. 

In the trust department there were 2 
number of promotions and also simpli- 
fication of titles. Emerson R. Lewis, 
Robert L. Grinnell, Forrest Williams, 
Coll Gillies and Thomas H. Beacom, 
Jr., were made assistant vice-presidents; 
Henry H. Benjamin was made trust 
officer and Leslie C. Gilbertson and 
Paul H. Dunakin were made assistant 
trust officers. All were officers of 
department. 

At the stockholders’ meeting all the 
directors were re-elected, except Charles 
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The Riverhead Savings Bank of Riverhead, Long Island, N. Y. 
Charles A. Holmes (formerly with Holmes & Winslow) is the 
architect. 


A. McCulloch, who wished to resign 
due to the fact that he spends the greater 
part of the winter in Florida. Henry P. 
Isham, president of the Clearing Indus- 
trial District, Inc., was elected to fill the 
vacancy. 


RALPH B. WELLS OPENS 
SECURITIES BUSINESS 


THE formation of Ralph B. Wells & 
Co. to conduct an investment securities 
business with offices at 208 South La- 
Salle street, Chicago, is announced by 
the president, Ralph B. Wells. 

For the past two and one-half years, 
Mr. Wells has been associated with the 
Merchants National Bank of Mobile, 
Alabama, as vice-president of the Mer- 
chants Securities Corporation and man- 
ager of the bond department. He re- 
Signed from that institution on Decem- 


ber 15 to return to Chicago for the or- 
ganization of his own firm. 

Mr. Wells has been continuously en- 
gaged in the commercial and investment 
banking business since 1916. He is 
widely known in middle western finan- 
cial circles through his former connec- 
tion with The Chase National Bank as 
a midwestern representative. Previous 
to that he was associated for a number 
of years with the Equitable Trust Com- 
pany of New York as manager of its 
Chicago office. 


MORRIS PLAN BANK HAS MOST 
SUCCESSFUL YEAR 


Tuomas C. BousHALL, president, in 
presenting his annual report to the 
stockholders, pointed out that The Mor- 
ris Plan Bank in Richmond, Virginia, 
had experienced the most successful 
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year of operation in its history as to 
earnings, growth of deposits, increase of 
loans and discounts, provisions for re- 
serves, and development of public 
patronage. Mr. Boushall reported that 
the bank’s earnings were 106 per cent. 
in excess of those of 1934, and that 
while the estimated increase in savings 
deposits in banks throughout the United 
States was under 10 per cent., those of 
The Morris Plan Bank of Virginia in- 
creased 19 per cent. He further re- 
ported that while available statistics 
seemed to indicate decreased loan port- 
folios for banks throughout the coun- 
try, the outstanding loans of his bank 
increased 25 per cent. The number of 
customers’ accounts being served in- 
creased from 51,132 to 56,381. Mr. 
Boushall stated that the investments 
owned by the bank have a market value 
materially above their carrying value as 
shown on the bank’s statement. 

During the month of December, as a 
result of increased earnings in 1935, the 
bank retired 25 per cent., or $75,000, 
of the preferred stock held by the 
R. F. C., four and a half years ahead 
of the original program planned when 
this stock was issued. 

Mr. Boushall pointed out that in the 
absence of mutual savings banks in Vir- 
ginia, The Morris Plan Bank of Vir- 
ginia had elected to fill the rdle of a 
state-wide savings bank, which would 
be his bank’s primary objective in the 
years to come. 


RETIRING PREFERRED STOCK 


THE Fidelity Union Trust Company, 
Newark, N. J.. will retire $1,000,000 of 
its $7,000,000 preferred stock as an- 
nounced by J. H. Bacheller, president, 
in his annual report to stockholders. The 
probable date of retirement is February 
15. The regular semi-annual dividend 
of 60 cents on the $4,000,000 common 
stock was disclosed by the board of di- 
rectors to be payable February 1. Net 
earnings for the year 1935 were $1,- 
782,807.66, allocated as follows: Fed- 
eral Deposit Insurance Corporation 


(four months) $38,284.95; bank build- 
ing depreciation, $45,520.62; reserves, 
allocated and unallocated, $200,000; 
dividends, $742,527.67; and the balance 
amounting to $756,474.42 being set aside 
to undivided profits December 31, 1935. 
Deposits at the end of December, 1935, 
amounted to $133,581,071, showing an 
increase of $5,781,507.41 over a year 
ago. 


NASHVILLE BANK ELECTIONS 


AT the annual stockholders’ meeting of 
the American National Bank of Nash- 
ville, Tennessee, a new director, G. L. 
Comer, president of the Washington 
Manufacturing Company, was added to 
the board. 

At the annual directors’ meeting P. J. 
Murphy and R. T. Turner were ad- 
vanced to assistant vice-presidents. The 
following new assistant cashiers were 
elected: Orville Zickler, Carmack Armi- 
stead, W. E. Wilkerson, John W. Fer- 
guson, Julius U. Glaboff. G. F. Cole, 


Jr., was made an assistant trust officer. 


MERGER OF JERSEY BANKS 


ComMBINATION of the business of the 
Montclair National Bank and the Mont 
clair Trust Company, both of Montclair, 
New Jersey, has been announced. The 
office of the former bank will become 
the Watchung Plaza office of the Mont 
clair Trust Company. Hugh R. Monro, 
president of the national bank, is retir- 
ing from active banking to devote his 
attention to his business and financial 
interests. 


STATE-PLANTERS OF 
RICHMOND 


At the annual meetings of the State 
Planters Bank and Trust Company of 
Richmond, Virginia, all the officers and 
directors were re-elected. At the direc’ 
tors’ meeting the semi-annual dividend 
of 40 cents a share on the common stock 
was declared payable February 1, © 
stockholders of record January 20. 
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FINANCIAL QUESTIONNAIRE 


THE Robert Morris Associates, repre- 
senting the loaning function of many 
Jeading commercial banks, being con- 
vinced that a better understanding of 
finance company operations by banks 
would be conducive to better relations, 
devoted one full session of a recent con- 
ference to a discussion of mutual rela- 
tionships. At this . conference both 
bankers and finance company executives 
addressed the meeting and there was 
general floor discussion. 

Following this conference and largely 
as a result of it, representatives of the 
American Finance Conference, National 
Association of Sales Finance Companies, 
and Robert Morris Associates held a 
special conference and evolved a ques- 
tionnaire which has just been made pub- 
lic and widely distributed to bank mem- 
bers of the Associates. 

The Robert Morris Associates believe 
that any finance company executive or 
bank loan officer should welcome an op- 
portunity to study this questionnaire 
as it is believed to be a very forward 
looking development. 


MALCOLM DAVIS ELECTED 
SECRETARY 


A MEMBER of the staff of THE BANnK- 
ERS MAGAZINE is represented in the 
New York Financial Advertisers Asso- 
ciation this coming year by one of its 
editors, Malcolm Davis. Mr. Davis is 
editor of the Advertising and Public 
Relations department of the MAGAZINE, 
and is a vice-president of the Bankers 
Publishing Company. Kenneth M. 
Murchison, vice-president of the Cen- 
tral Savings Bank of New York, was 
elected president of the association. 


SAVINGS DEPOSITS AND 
DEPOSITORS INCREASE 


ReversinG the trend of the third quar- 
ter of 1935 New York State savings 
banks deposits and depositors both 
showed an increase for the last quarter 
of the year and for the year as a whole. 


As of December 31, 1935, savings banks 
deposits totaled $5,186,547,393, and 


the number of depositors was 5,932,940. 
These figures were respectively above 
those of December 31, 1934, by $32,- 
190,310 in deposits and 36,664 in the 
number of depositors. 


oO) 


BANKERS’ CONVENTIONS 


STATE 


April (date to be decided)—Georgia Bank- 
ers Association, at Hotel Bon Air, Augusta. 

April 16-20—South Carolina Bankers Asso- 
ciation, on shipboard; sailing April 16 
from Charleston for five days, with one 
day in Havana. 

May 4-6—Kansas-Missouri Bankers Associa- 
tion, joint convention. 

May '7-8—Oklahoma Bankers Association, 
Mayo Hotel, Tulsa. 

May 12-13—Mississippi Bankers Association. 

May 15-16—New Mexico Bankers Associa- 
tion, at Raton. 

May 19-21—Texas Bankers 
Hotel Rice, Houston. 

May 20-21—South Dakota Bankers Associa- 
tion, Aberdeen. 

May 20-22—California Bankers. Association, 
at Hotel Senator, Sacramento. 

May 25-27—Illinois Bankers Association, St. 
Louis. 

June 18-20—Virginia Bankers Association, 
at Cavalier Hotel, Virginia Beach. 

June 22-23—Utah State Bankers Associa- 
tion, at Bryce Canyon. 

July 19-20—Montana Bankers Association, 
Mount Glacier Hotel, Glacier Park. 


GENERAL 


February 11-13—Trust Division, A.B.A. 
Annual Mid-Winter Conference, Waldorf- 
Astoria Hotel, New York City. 

March 5-6—Eastern Savings Conference, 
Savings Division of A.B.A., Waldorf-As- 
toria Hotel, New York. 

March 26-27—Regional Conference on Bank- 
ing Services, auspices A.B.A. Peabody 
Hotel, Memphis, Tenn. 

April 2-3—Regional Conference on Banking 
Services, auspices A.B.A. Stevens Hotel, 
Chicago. 

April 20-22—Reserve City Bankers, Edge- 
water Gulf Hotel, Biloxi, Mississippi. 

April 27-29—A.B.A. Executive Council, 
Homestead, Hot Springs, Va. 

May 13-15—National Association of *Mu- 
tual Savings Banks, at Hotel Traymore, 
Atlantic City. 

May 21-23—National Safe Deposit Conven- 
tion, at St. Louis. 

June 8-12—American Institute of Banking, 
at Olympic Hotel, Seattle. 


Association, 





BOOKS FOR BANKERS 


EMBARRASSING DOLLARS AND HINTs TO 
THEIR Howpers. By A. R. Horr. 
New York: Harper & Brothers. $2.50. 


Tuis book is an expression of investment 
philosophy culled from many sources. 
The author has had years of experience 
not only as an official of one of the 
world’s largest insurance companies, but 
as vice-president in charge of trust work 
of the Cleveland Trust Company. He 
has been able to secure and incorporate 
investment ideas from Newton D. Baker, 
Col. Leonard P. Ayres, and “a country 
banker,” and he has, in addition, drawn 
quotations from a wide reading. This 
volume contains practical information 
and suggestions on investment expressed 
with a degree of interesting whimsical- 
ity unusual in financial writing. It 
should not only be of interest to bank- 
ers but also to the investing public in 
general. 


FINANCIAL MANAGEMENT. By James O. 
McKinsey. Revised by Willard J. 
Graham. Chicago: American Tech- 
nical Society. $3.50. 


Tuis book is a practical treatise cover- 
ing the sources and methods of securing 
capital, cash control, credit control, the 
relation of bookkeeping and auditing to 
financial control and reorganization. 

The first several chapters treat of the 
importance of adequate capital in the 
formation and operation of a business 
enterprise and describe the various 
sources from which capital may be se- 
cured. There is also a discussion of the 
regulation of security issues by both 
Federal and State governments. 

The most modern method of control 
in the use and distribution of capital 
funds demands some treatment of budg- 
etary procedure and the problems in- 
volved in setting up and administering 
a budgetary program, as well as the 
everpresent problems of credit control. 
Final chapters describe methods of re- 
organization when financial difficulties 
threaten insolvency or bankruptcy. 
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How to Get PuBLicirty. 
Wright. 
$2.00. 


Says the author in his foreword: “Pub- 
licity is a complex study, a study that 
never has been fully explored, one that 
never can be complete, for its methods 
constantly will be changing as new lead- 
ers arise and the customs and interests 
of people enter new phases. But 
for all that, there need be no mystery 
about it. There are fundamentals that 
must be understood by anyone engaging 
in publicity work—principles and prac- 
tices that are so obvious to one already 
in the field that it never occurs to him 
to explain them to newcomers. It has 
seemed, therefore, that there is room for 
a new book on the subject, one that 
should tell just what must be done and 
how to do it to get publicity—a prac 
tical book. Such a book the author has 
tried to write.” That the author has 
been successful in his purpose will be 
evident from reading this useful volume. 


By Milton 
New York: McGraw-Hill, 


LECTURES ON POLITICAL ECONOMY, 
Vot. II: Money. By Knut Wicksell. 
New York: The Macmillan Co. Price 
$2.25. 


PROBABLY no other topic at the present 
time has more interest for bankers than 
“Money.” With the currency of Great 
Britain on a managed basis, with that 
of the United States on a nominal gold 
(subject to further devaluation. without 
notice if political developments make it 
expedient) and with France tottering on 
the brink of devaluation, the interna’ 
tional monetary situation has probably 
never been more perplexing than now. 

As the average American banker does 
not usually have access to the discus 
sions of this subject by foreign author 
ities, it is interesting to have at hand 
a translation of a2 work by an eminent 
Swedish economist which discusses the 
matter at some length. It may be noted 
in various places that the background 
of life in Scandinavia gives a different 
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view point for such matters than is 
found here. 

In general, the discussion follows or- 
thodox lines. There is little departure 
from the more or less classical attitude 
toward money. Although the author's 
nationality is repeatedly evident, it is 
also clear that he is familiar with many 
of the English and American author- 
ities in this field, and while he disagrees 
with some of them, in general, he agrees 
with them in his line of reasoning on 
this subject. 

While this book was written after the 
World War, unfortunately most of the 
illustrative material is taken from the 
period preceding this conflict and lacks, 
therefore, the freshness which recent ex- 
periences have given to this subject. 


THE MATHEMATICAL THEORY OF FI 
NANCE. By Kenneth P. Williams. 


New York: The Macmillan Co. Price 
$2.75. 


THE average banker is constantly deal- 


ing with interest, both simple and com- 
pound. It would be interesting to learn 
how many bankers could make the com- 
putations required without the use of 
interest tables or who could explain how 
the tables which they use are computed. 
It would be absurd, of course, in this 
day when interest tables and computing 
machines are so readily available for a 
banker to waste his time or have his 
clerks waste theirs in making computa- 
tions with pencil and paper which could 
easily be effected with the aids indi- 
cated. It would certainly be helpful to 
bankers, however, if they understood 
both the mathematical theory and the 
practice involved. 

The book in hand is admirably suited 
to assisting them in this matter. Nor is 
its utility limited to commercial bankers, 
for it also treats of subjects of impor- 
tance to investment bankers,—the mathe- 
matics of sinking funds, amortization, 
depreciation, etc.—and to insurance men 
for it discusses the basic computations 
involved in life annuities and life in- 
surance. 


This volume is not devoted to a gen- 
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eral discussion of these several topics, 
but is a well organized text book, pro- 
vided with examples and problems, and 
the necessary mathematical tables—six 
place logarithms, simple and compound 
interest tables, American expense table 
of mortality, etc., to make possible the 
solution of the problems. The answers 
to the problems are also included, thus 
making it possible to use the book with- 
out an instructor. 

The discussion is clear and elementary 
in character. Mathematics beyond ele- 
mentary algebra is not needed for its 
comprehension. The book is recom: 
mended to all who wish to familiarize 
themselves with the elementary mathe- 
matics employed in the financial field. 


MANAGING THE PEOPLE’s MoneEy. By 
Joseph E. Goodbar. New Haven, 
Conn. Yale University Press. $4.50. 

Tus book is an analysis of American 

banking and economic ills. It gives a 

fundamental and understandable expo- 

sition of the relation of money to bank 
credit, of bank credit to business and 
industry, and discloses the relation be- 
tween bank credit and dependable con- 
sumer purchasing power. It reaches deep 
into fundamental causes, and proposes 
practical remedies which the author 
characterizes as “evolutionary rather 
than revolutionary.” Although it deals 
with money and banking, its subject 
matter underlies many of the important 
political and social issues of the day. It 
will be invaluable for those who desire 

a standard of measurement for deter- 

mining whether or not a given era of 

prosperity is fundamentally enduring or 
whether it tends toward economic dis- 
turbances of a violent nature. 

The author is an attorney and a spe- 
cial lecturer at Boston University Law 

School. 


STATE TAXATION OF Banks. By John 
Brooks Woosley. Chapel Hill: Uni- 
versity of North Carolina Press. 
$2.50. 

For some fourteen years, as the author 

says in his preface, the legal status of 
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the state taxation of banks, never too 
definitive, has been very precarious. 
Most states during this period have en- 
countered unusual difficulties in impos- 
ing legally valid levies on national banks, 
and in numerous instances they have 
been equally limited in the taxation of 
banks of their own creation. Not only 
have state and local governments suf- 
fered substantial losses in revenue from 
bank tax invalidations, but the imme- 
diate and future status of income taxa- 
tion and the classified property tax are 
also inextricably involved in the bank 
tax problem. This study traces the evo- 
lution and implications of the legal is- 
sues which revolve around the taxation 
of banks, and evaluates the methods of 
bank taxation now in force in the sev- 
eral states. A suggested solution of 
present difficulties is offered. 


LETTERS TO THE EDITOR 


Editor THE BANKERS MAGAZINE: 
Here is a copy of a letter addressed 


to Mr. Eccles, which may interest you. 

We have gone too far in legislating 
in favor of special groups at the expense 
of the whole. The whole can no longer 
pay the bill. 

I have no objection to the printing of 
my letter to Mr. Eccles, should you so 
desire. 

{This letter follows.—Eprror. } 


Honorable Marriner S. Eccles, 
Governor of the Federal Reserve Board, 
Washington, D. C. 

Dear Mr. Eccles: 

There is less far-visioned and fully-in- 
formed thought being brought to bear upon 
the larger economic problems of the United 
States than is good for all the people. 

As a citizen, may I express to you my 
conviction that there is great need for the 
presence on the new Federal Reserve Board 
of at least one man who understands: 

(1) The creditor nation needs of the en- 
tire country in relation to its surplus-pro- 
ducing and world trade outlets; 

(2) The economic ambitions and needs of 
the twenty-one mid-continent states, known 
as the Mississippi Valley, in relation to the 
economic whole; 

(3) The value to all the people of co- 
ordinated transportation—rail, water, high: 
way and air—and particularly so to the pro- 
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ducers and consumers residing at great dig. 
tances from the seacoast; a 

(4) The severe economic handicaps rest 
ing on agriculture in general, and the r 
cotton producing enterprise in particular, ig 
our unprepared for world creditor environ 
ment; : 

(5) The normal relationship between) 
wholesome business and essential agricul } 
and the need for safeguarding all wholesom 
enterprise remaining to us after five years of 
depression; 

(6) And above all, a man who fully 
derstands the cause of the triple impas 
in which the United States now is—a surplug: 
country, a creditor country, a high 
country. ig 

In my opinion, it would be well for such 
a member of your board not to be a banker. 
and not to have any bank affiliations. B 
he must understand the economic bearing and” 
processes of finance. commerce and agricul 
ture. 

He should not be a politician. His id 
of reform should square with sound 
nomics. 

Sound credit, sound economy, and 
fortified vision based on an unselfish de 
to serve the larger and more lasting go 
of the country as a whole should, in — 
opinion, be his guiding motives. s 

One such man on your board cow 
through patience and tact, render the ban 
ing system of the United States—and all it 
people—an invaluable service. 

I am just thinking out loud to you, 
having heard some bankers discuss the futt 
of banking under the new Federal Rese 
Act. Very truly, 

WALTER PARKER. 


New Orleans, La. 


FEDERAL RESERVE BOARD 


Office of Washington, 
The Chairman November 5, 1935; 
Mr. Walter Parker, 

818 Gravier Street, 

New Orleans, Louisiana. 

My dear Mr. Parker: 

Your letter of October 31st strikes a pat 
ticularly responsive chord so far as I am con 
cerned. “As time goes on, I am increasifj 
aware of the necessity for a far-visioned 
fully informed thought with reference to te 
larger economic problems of the day, whi 
your letter emphasizes. 

You have prescribed qualifications for @ 
least one member of this Board with which 
needless to say, I entirely agree; diffe 
though it is to find men who conform 
such a high standard. ie 

I appreciate your thoughtfulness in wit 
ing. I wish the informed viewpoint ¥ 
you refléct were more widespread among 0 
banking and business leaders. 

Very truly yours, 
M. S. Eccres, Chai 








